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IBM 


announces the 


305 





all-purpose, electronic accounting 
system—in one unit! 


... provides “single step’ data process- 
ing for a whole new segment of business. 

Now—for the first time—a complete, 
all-purpose electronic accounting sys- 
tem...in one unit! That’s 305 RAMAC, 
made possible by IBM’s new 5-million 
character random access memory for 
filing and instantly finding business 
facts and figures! 

For medium-sized businesses with 
growing accounting problems, 305 
RAMAC provides “single step” elec- 


tronic data processing. This means the 
ability to process each transaction as it 
occurs, while at the same time auto- 
matically updating every related rec- 
ord on file! For example, while com- 
pletely processing five normal invoices 
—in one minute, RAMAC will update 
all related sales, inventory, billing and 
other records at once! 

Executive inquiry into this 5-million 
digit file can be made at any time! In- 
stantly . . . and withcut searching or 
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sorting . . . the answer is automatically 
typed at the 305 RAMAC’s console! The 
305 RAMAC applications cover the full 
range of accounting and manufactur- 
ing control functions. Learn today how 
RAMAC will help cut costs for your 
company. Call your local IBM repre- 
sentative. 

International Business Machines Corporation 

590 Madison Avenue, New York 22, N. Y. 
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—, Disk unit of new IBM 
| 305 RAMAC makes 
| 5,000,000 characters 
of business facts and 
| figures instantly avail- 

able to medium-sized 
business operations. 
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The school’s 24-page Catalogue A 
is available free upon request. 
Address your card or letter to 
the Secretary, IAS.... 


IAS is an Accredited School, accredited by the Accrediting Commission of the National Home Study Council 





How IAS trainin g 


meets individual needs 





Bick IAS training program is ‘“‘tailored to fit’ the 





needs of the individual. This is accomplished through 






the IAS elective plan embracing 240 comprehensive 






study assignments, covering a wide range of accounting 






and management subjects. 






e After general accounting principles have been mas- 





tered, each IAS Diploma Course student selects from 






14 electives those leading to his specific training ob- 






jective. The electives currently available (with the num- 


















ber of comprehensive study assignments indicated) are: 
y g 


Basic Auditing (10) 

Public Auditing (20) 

Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) me 
Corporation Accounting (10) 

Financial Analysis (10) 

Business Statistics (10) 

Management Control (20) 

Economics (10) 

Office Management (20) 

Accounting Law (10) 

Federal Income Tax (10) 

CPA Coaching (20) 






@ With this broad curriculum at his command, each 





IAS student can study first those subjects needed im- 





mediately and can then broaden his knowledge of 





accounting and management through study of addi- 





tional electives. 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and_ financing, together 
= the necessary procedures to effectuate the 
plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and tke 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 


4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 


5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 


6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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‘Fast ? Its 
almost tightening!" 





The fastest calculator of all is Marchant. That’s 
because a Marchant’s dials are driven smoothly 
and quietly by its unique, constantly meshed train 
of proportional gears at 1,300 counts per minute 
—twice the speed of any other calculator. 


The Marchant has other important advantages, 
too. Ease of operation is one. Trouble-free depend- 
ability is another—hand in hand with time and 
money saved. And the Marchant gives you con- 
tinuous proof—a Straight-line, true-figure dial 
check of every number entered during acalculation. 

What do those advantages add up to? To your 
assurance of the utmost accuracy in your figure- 
work, and to a more efficient and profitable opera- 
tion of your business. 


MARCHANT 
CALCULATORS — 


OAKLAND 8, CALIFORNIA 


Mail this coupon, with your business letterhead, to 
the address above for free: C2 

Descriptive literature on Marchant Calculators © 
Index to Modern Figuring by Marchant Methods 0 


FULLY AUTOMATIC 
MARCHANT F:GUREMASTER 


Modern Management Counts on Marchant 











INFLATION AS A WAY OF LIFE 


Editors, THE CONTROLLER: 

A few months ago Roger M. Blough, 

chairman of the board, United States Steel 
Corporation, addressed the National Edi- 
torial Association from Chicago on the 
subject “Inflation as a Way of Life.’’ Busi- 
nessmen talk about inflation as much as 
farmers talk about the weather, and with 
the same results, but some of Mr. Blough’s 
remarks bear repeating. He said, 
I sometimes wonder whether we, as a 
nation, have unconsciously adopted infla- 
tion as a way of life. We call it the prob- 
lem of creeping inflation—or the wage- 
price file—and we recognize it as a Seri- 
ous problem. We all agree that something 
should be done about it. But we don’t 
quite know who should do it. 


“Now, unfortunately, whenever we 
probe the causes of inflation on a nation- 
wide scale, we find ourselves groping 
hopelessly in a maze of economic theory. 
Does inflation result only from the prof- 
ligate fiscal policies of a struggling gov- 
ernment? Does it stem chiefly from a 
too rapid rise in private debt? Can it 
possibly be caused by the insistent and 
successful demands by labor for a constant 
succession of ‘unearned’ wage increases— 
wage increases too large to be met out of 
rising productivity? Economists can argue 
these questions endlessly; and I, for one, 
shall gladly leave them to their labors. 
But when we look at our own books and 
see what inflation is doing to our own 
businesses, there is nothing. theoretical 
about it. The problem is perfectly clear. 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 





“While inflation has been shrinking our 
profit margin on the one hand, it has been 
generating the need for a substantial in. 
crease in profits on the other. And to un. 
derstand fully this upward inflationary 
pressure on our profit needs, you have 
only to look at the perplexing problem of 
depreciation. ... If we buy a machine 
that will last for 25 years and if that ma- 
chine costs us $25 million, the tax law 
says that the machine ‘depreciates’ at the 
rate of a $1 million a year; and we are 
entitled to include this $1 million in the 
total cost of doing business in that year. 

“Thus, at the end of 25 years, when the 
machine wears out, we have theoretically 
recovered the $25 million that we paid 
for it, and theoretically that will pay for 
a new machine to replace the old one, but 
will it, really? Well, not by along shot! 

“Actually the cost of the equipment we 
buy for our steel mills has been rising at 
the rate of almost eight per cent each year 
during the past 10 years; and if that rate 
of inflation were to continue over the en- 
tire life of the machine that 1 have been 
talking about, it would cost us—not $25 
million—but more than $158 million to 
replace it. 

“Now what can we do about it? 

“Well, there are several things that 
would help enormously to relieve this pres- 
Sure on prices. 

“For one thing it is time Congress 
should recognize the urgent need for a 
more realistic treatment of depreciation 
under the tax laws, so that business can 
treat as costs those things which are costs; 


while government treats as profits those F 
things which are profits. Realization of ¥ 


the fact that inflation has utterly de- 
stroyed the original intent and purpose 
of these depreciation provisions has al- 
ready prompted France, England, and 
Canada to adopt forward-looking legisla- 
tion in this field. 

“Pending Congressional action on this 
point, inflationary price pressures will be 
alleviated in the heavy industries by the 
further issuance of certificates of necessity 
under the rapid amortization law. 

“But most important of all, I think, is 
the task of bringing into every American 
home a true realization of the fact that 
what I have referred to here as ‘unearned’ 
wage increases serve only to fan the flames 
of inflation and benefit no one in the end. 

“We shall get out of our inflation dif- 
ficulty only as each one of us understands 
the nature of the problem and the means 
of attacking it.” 


* * * 


And to all this I say “amen.” J. D. 








A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 
Consulting Management Engineers 
Park Building onkers, N. Y. 
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It must be 
om ptometer 


<u 
> 


if you want the 


World’s Fastest, Most Accurate, 
Lowest-Cost Figuring 


It's easy to prove for yourself that one machine is better than 
another—/F your comparison includes all the factors. 


Start with the fact that 90 per cent of business figuring is 
addition and multiplication in bulk work such as payroll and 
billing. Here Comptometer’s dazzling speed and first-time- 
accuracy are famous. 


Do not be misled in your ideal of ‘treaching a machine's top 
production’’. The maximum inbuilt “Direct Action” speed of 
the Comptometer is almost unreachable. A novice operator 
may soon reach the top productivity of other machines. But 
with a Comptometer she quickly equals that speed and ever 
after she and her Comptometer continue to outproduce them. 


{ oOmptometer — SETTER PRODUCTS 





COMPTOMETER COMMANDER—Error- 
free dictation...Lifetime recording 
belt saves more than machine costs. 
Try it FREE—use coupon. 











COMPTOMETER COMPTOGRAPH Firm 
“*202''—No lost hand-motion! More 
fine features than any other 10-key 
machine. Try it FREE—use coupon. 





Thus, as weeks pass, you get MORE and BETTER work, at 
MUCH LESS COST, with Comptometer—and the long-run cost 
is what you will pay no matter what machine you use. 


Remember that operator training is no great problem with 
Comptometer. With continuing on-the-job use, your own 
employees soon reach proficiency with this fastest of all 
calculators. And your figures flow faster and faster as in- 
creasing familiarity comes with each day’s work. 


It comes to this: It’s the overall cost per calculation that 
counts, and when all factors are included, your choice has to 
be Comptometer for the world’s fastest, most accurate, 
lowest-cost figure-work. Let us prove this in your office, FREE! 
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Felt & Tarrant Mfg. Co. | 

1734 N. Paulina St., Chicago 22, Ill. | 

in Canada: Canadian Comptometer, Ltd. | 

501 Yonge St., Toronto 5, Canada 

|_] Arrange FREE office trial for me on: I 

(_} Send me literature on: | 

[_] CoMPTOMETER Adding-Calculating Machine | 

{_] Comptometer COMMANDER 

[_] Comptometer COMPTOGRAPH “'202" | 
| 
I 
l 
| 
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INTERESTS OF 
CONTROLLERS 


FINANCIAL 
EXECUTIVES 
Leclosivaly 





by Roger R. Crane 


by Wayne G. Broehl, Jr. 


BUYING QUANTITIES 
by Norman E. Lang 





DIGEST FOR TOP EXECUTIVES 


Editors, THE CONTROLLER: 

I would like permission to quote about 
one or two paragraphs a month from your 
publication in a digest compilation. Would 
you kindly give me this permission in 
writing. 

This digest will go to a limited number 
of top executives without comment other 
than a suggestion that it is compiled 
through your cooperation. I will recom- 
mend that they read the source material 
as well as other articles in your publica- 
tion and that they have all their leading 
administrative officers do more original 
reading in the fields mentioned. 


ROBERT LAFFAN 
Carl Byoir & Associates, Inc. 
New York 


“WE GET LETTERS . . . WE GET 
STACKS AND STACKS OF LETTERS . . .” 
Editors, THE CONTROLLER: 

May we have permission to reprint the 
following articles: Bagby, Wesley S.— 
“Deciding Upon an Electronic Data-Proc- 
essing System,’’ THE CONTROLLER, May 


Forthcoming Features 


IN THE CONTROLLER 


%&e OPERATIONS RESEARCH IN INDUSTRY 
%& FORESTALLING THE PROXY BATTLE 


3% AN APPROACH TO SELECTING ECONOMIC 








1956, pp. 216, 218-221 and Lewis, Ralph 
F.—“The CPA Views Mechanized Ac- 
counting,” THE CONTROLLER, September 
1956, pp. 405-408. 

We plan to issue the reprints as hand- 
outs to the participants in our Manage- 
ment Intern Programs for supplementary 
reading and ready reference. These Pro- 
grams are designed to develop potential 
federal managers and are conducted by 
the U.S. Civil Service Commission as a 
service to the various federal agencies. 


JOSEPH LEMASURIER, JR. 

Asst. to the director 

Management Intern Programs 

Bureau of Departmental Operations 
United States Civil Service Commission 
Washington 25, D. C. 


Editors, THE CONTROLLER: 


Permission is requested to reprint the 
article, “Executive Controlsk—What and 
Why,” by Wm. Travers Jerome III, which 
appeared on pages 511-13 of your No- 
vember issue of THE CONTROLLER. 

It is intended to reprint this article of 
Mr. Jerome’s in a future issue of the 
Headquarters Sixth Army Management 
Improvement Materials Packet, which is 
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distributed to installations throughout the 
Sixth Army. If permission is granted, ap. 


propriate credit will be given to Mr. Jef 3 


rome and to THE CONTROLLER. 


JAMEs B. ELLIOTT 

Acting Chief, Management Division 
Sixth Army Comptroller Section 
Headquarters Sixth Army 

Presidio of San Francisco, Calif. 


Editors, THE CONTROLLER: 3 

I have found the article entitled ‘Ex. 
ecutive Controls—What and Why” by 
Wm. Travers Jerome III, which appeared 
in the November issue of THE CONTROL. 
LER, to be one of the best statements off 
the purpose of controls I have ever read 
Mr. Jerome has done a splendid job. 


W. J. MORGAN 
Andrew Corporation 
Chicago, Ill. 


Editors, THE CONTROLLER: 

We are in the process of preparing : 
general orientation guide for new men. 
bers of our staff. We would very much ap 
preciate receiving a copy of the artick 
“Concerning Management Consultants’ 
by Marshall Granger appearing in you 
November 1954 issue of THE CONTROL 
LER. 


SAMUEL D. Hosss 
Bruce Payne & Associates Inc. 
Westport, Conn. 


Editors, THE CONTROLLER: 


We wish permission to reprint “On 
Ending a Univac Orientation Course,’ 
which appeared on page 586 of the 
December 1956 issue of THE CONTROL: 
LER. If permission is granted, this item 
will appear in the News Letter published 
by the Cleveland Chapter. 





R. S. CHAREK 

Secretary 

National Machine Accountants Association 
Cleveland, Ohio 


A. NONYMOUS SEZ... 


in an airmail from Los Angeles re the 
Contents page for December 1956 ‘Can't 
find page 469. Did someone do some 
thing ? Who boo booed ?” 

Boo Hoo—we did. But we hope yon 
found the article by title? —The Editor 

(Aside—Boyee, are our readers eagle 
eyed!) 





APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 





BOSTON 6 CHURCH STREET ATLANTA 
PHILADELPHIA CHICAGO 
PITTSBURGH MEW VOR. tf. ¥. ST. LouIs 
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' After Retirement, New Worlds 

How do controllers and financial officers of corporations 
spend their time after retirement? Varied indeed are the 
choices, according to random notes compiled during recent 
weeks. For example: 


— A retired controller, long active in the appliance distribu- 


' tion field, now acts as consultant for a trade association; a 
| financial vice president, with a variety of corporate controller- 
ship experience over the years, is now teaching business man- 
| agement in a high-ranking state university; a former con- 
troller in the metals manufacturing field now serves as head 
of his city’s Conservatory of Music. 

Another is active in the work of his fraternal organization; 
still another performs the duties (with nominal compensa- 
tion) of controller for a community hospital; the pages of 
THE CONTROLLER have occasionally carried the writings of 
one who entered retirement a few years ago. 

One “refugee” from corporate finance and controllership 
problems is now fulfilling a long-felt desire for travel; and 
still another whose retirement is slated for early 1957 will 
devote his time to consulting with his present organization 
and to various projects in which he has long maintained in- 
terest, including a layman’s group which is striving to mod- 
ernize and simplify his state’s judicial system. 

In short, corporate controllers—before and after retire- 
ment—are busy and constructive individuals. They appar- 
ently concur in the views of a living philosopher who, at his 
8oth birthday, observed that ‘a man who has sufficient vi- 
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tality to reach old age cannot be happy unless he is active.” 


“Bounce of the Ball” 

Alex Rogers, comptroller of the Mississippi Power and 
Light Company, Jackson, Miss., has been nominated by the 
State University of Iowa as its candidate for the roster of the 
Silver Anniversary All-America Football Squad. The candi- 
dates for the roster were nominated by 81 universities and 
colleges, at the invitation of Sports Illustrated, with the aim 
of recognizing the senior lettermen of 25 years ago who have 
most distinguished themselves in their chosen fields of life. 
The awards are intended to emphasize “the pursuit of the 
rounded human values in which athletics and education are 
joined.”’ 

Interestingly enough, an analysis of the entire group of 
nominees shows that almost half of the candidates nominated 
have made their careers in the business world. The business 
career of Mr. Rogers, the only comptroller in the group of 
nominees, provides further proof that athletic proficiency 





and college stardom need not stymie an individual in his 
post-college years. Mr. Rogers, for example, has served his 
present company since 1935, starting as a rate clerk and ad- 
vancing through various research and managerial responsi- 
bilities to budget director, and then as director of Economic 
Research prior to his present position. Active in civic and 
church affairs in Jackson, he has been cited as an outstanding 
citizen by his community. 


The Vital Shift 

Many a corporate executive who has switched from his 
specialty to a post requiring the application of broad manage- 
ment principles has failed to negotiate ‘‘the vital shift,” as it 
is termed by Lawrence A. Appley, president of the American 
Management Association and a former vice president of 
Montgomery Ward. In his recently published book, ‘‘Man- 
agement in Action,” the author emphasizes the need for 
members of top management to make management their 
specialty, e.g., an engineering vice president must switch 
from the engineer’s to the manager’s approach, a financial 
vice president should revaluate his new role in contrast to his 
earlier responsibilities as treasurer or controller, etc. 

Today's corporate manager works with, for and through 
people. Further evidence of the growing recognition of this 
fact is provided in the recent publication by Controllers Insti- 
tute of ‘‘Controllership and People,” which includes papers 
presented recently at the Institute’s 25th Annual National 
Conference, on executive development, fringe benefits, the 
guaranteed annual wage, tax considerations and the like. It is 
recommended for widespread reading to all corporate con- 
trollers and financial officers—and to those who are preparing 
themselves for the vital shift to those and like responsibilities. 

Discussing the preparation of students for careers in the 
controller's department, Dr. C. W. Bastable, associate pro- 
fessor of accounting at Columbia University’s Graduate 
School of Business, pointed out recently that ‘‘controllers 
must recognize that they face extreme competition for grad- 
uates from the public accountants. . . . Since controllers of 
even large companies do not hire young accountants annually 
in large numbers, they have not usurped the personnel func- 
tion in order to compete for the superior students. As a result, 
they have had to settle for lesser individuals.” 

Dr. Bastable who presented his paper at a session on ‘‘Or- 
ganization Planning’ at the recent 25th Annual National 
Conference of Controllers Institute, commended the Institute 
for taking active measures to help corporations attract young 
people. Its recently published career brochure, “Moving Up 
in Business—A Look at Managerial Accounting,’ is a step in 
the right direction, he said, but much more remains to be 
done. 

Judging from the initial widespread and highly favorable 
reaction to the publication by the Institute of this brochure, 
it is clear that educational institutions as well as corporate 
managements are actively taking steps to bring word of the 
desirability of careers in management accounting to high 
school and college students. —PAUL HAASE 
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figuring need 


NEW 
Series C Line 











Take your choice of the exact 

machine for you from thisnew 
Burroughs Calculator line! Hand- 
operated portable. Key-driven 2 
single-total Simplex—manual or = 
electric—with answers instantaneous. _ 
And the electric two-total Duplex 
masterpiece with Memory Dial for — 
automatic grand or net totals; 

no recapping. 





Here’s live key action, precision-built 
to race through volume calculating 
jobs so much faster, easier. Press a 
key, see the full amount register 
instantly. Maximum production, 
maximum savings are both yours. 
New two-tone coloring, too, and 
ultra hush-hush operation. 


Free demonstration? Just call our 
nearest branch office. Or write 
direct to Burroughs Corporation, 
Detroit 32, Michigan. 


“Burroughs” is a Registered Trademark 
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Setting Earnings Standards 


for Decentralized Operations 


John W. D. Wright 


IGH ON THE LIST of the controller's re- 
H sponsibilities is his contribution to the 
authoritative evaluation of operating per- 
formance. This is true in all business or- 
ganizations but particularly is it true for 
companies with decentralized operating 
responsibility. In such companies the gen- 
eral management needs ‘this information 
to determine how well the operating man- 
agement in charge of the various activities 
is performing, and also to determine 
whether there is a proper allocation of the 
company’s available resources to the sev- 
eral operations in view of their relative 
potential contributions to the total earning 
power of the company—current and long- 
term. 


Return on Total Assets—A Useful Man- 
agement Standard. No less important 
than the evaluation of past performance 
of individuals or of operating units is the 
projection of estimated results from pro- 
posed capital expenditures. This might be 
termed the evaluation of future perform- 
ance. The two concepts are so closely al- 
lied that certainly a common basis of 
measurement is indicated. Such a common 
basis is the percentage of profit return on 
total assets employed. 

This concept is designed to answer the 
question which naturally arises when new 
Projects are considered—how much is 
asked to be spent, and what will be the 
effect of carrying out the program on 
profits? If the expected annual increase in 
profits is, say, 25% of the new expendi- 
ture, and the division involved presently 
has an earnings objective of 20% on as- 
sts employed, the carrying out of the 
project promises a profit performance 
somewhat higher than the objective, and is 
therefore a step in the right direction. 

This constitutes one argument for the 
use of the total assets base rather than the 
More common standard of return on in- 
Vested capital, or net assets. It cannot be 
denied that the latter concept is a valuable 
one from a financial standpoint. There are 


advantages, however, in being able to ex- 
clude the effect of financial considerations 
so as to concentrate on operating circum- 
stances and results in evaluating divisional 
performance. (This assumes, of course, 
that the divisional function itself is not 
primarily a financial one.) Divisional man- 
agers, under the theory being propounded, 
are not interested in where the money 
comes from, nor what capital cost it carries, 
these being concerns of the general man- 
agement. The amounts they require for 
cash, inventories, receivables or property 
are of identical value to divisional opera- 
tions whether their source is equity capital, 
or borrowings, or whether they are simply 
offset by current liabilities. This emphasis 
on operating matters, and exclusion of 
financial aspects, forms a second argument 
for the use of the total assets base in meas- 
uring divisional performance. 


What Is Meant by the Concept of Total 
Assets? In determining the amount of total 
assets employed the feature of principal 
importance is that they should be at realis- 
tic values. It will be readily admitted that 
in many cases the assets on company bal- 
ance sheets are not realistically valued in 
relation to their potential contribution to 
earning power. 


Using “return on total as- 
sets” to set standards for 
decentralized operations 


This may be because of their being ex- 
pressed in terms of an antiquated cost 
level, as in the case of fixed assets acquired 
in prior years when much lower prices 
prevailed. Or it may be that depreciation 
provisions taken up in prior years have 
been fairly heavy, and either because of an 
unexpectedly low obsolescence factor, or 
an exceptionally effective maintenance 
program, or both, the fixed assets may 
have an economic potential as to produc- 
tion and profits out of proportion to book 
value. 

As to inventories the following of cer- 
tain practices approved for income tax 
determination may result in unrealistic 
valuations in relation to the operating use- 
fulness of those inventories. The Lifo 
method, or any other method of valuation 
which results in valuing inventories below 
the recognized cost-or-market standard are 
examples of this. (And incidentally a sim- 
ilar situation will exist with respect to 
fixed assets if accelerated depreciation on 
the declining balance or sum-of-the-digits 
method is recorded in the property ac- 
counts. ) 

As to other assets, unrealistic values in 
relation to operations are created when 
valuation reserves to provide for contin- 
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gencies are set up. Examples of this would 
be provisions for potential obsolescence in 
service parts inventories (as distinguished 
from known obsolescence) and provisions 
for losses on receivables to the extent that 
they are based on possible unfavorable de- 
velopments, as distinguished from proba- 
ble losses as indicated by past experience 
or definitely known risks. 

It is not intended to discuss herein the 
pros and cons of these practices but simply 
to argue for the necessity of such adjust- 
ments as may be required to correct un- 
realistic valuations when relating income 
to assets employed to produce it. In a di- 
visionalized company it is possible for the 
most part to carry assets on the division 
books at values which are in relation to 
expected profit performance and to make 
whatever adjustments are required to be 
made for purposes of conservative presen- 
tation or for income tax purposes on the 
general books. 

This would not take care of the fixed 
asset problem created by inflation or by 
overdepreciation in the past and unless 
there were some other good reason for do- 
ing so it is doubtful if property should be 
written up to replacement values on divi- 
sional books, although this might be done 
in extreme cases. It is thought that even 
where a company takes depreciation on an 
accelerated basis for taxes the reserve for 
depreciation account on the division books 
should be carried on a straight-line basis 
in order not to subject divisional state- 
ments and operating studies to the effects 
of accelerated depreciation accounting. 
Such effects could be misleading at times. 

The total assets base which is herein 
recommended includes all assets actually 
supplied to the various operating units of 
the business plus a reasonable portion of 
the general cash resources of the company 
considered available for their use. The 
basis of valuation should in general be 
cost minus the portions of cost previously 
recovered through charges against opera- 
tions by depreciation or similar provisions. 

Cost should be original cost, except, in 
the case of fixed assets, where replacement 








cost is on a level materially different, and 
in the case of inventories where current 
market cost is lower than original cost. Re- 
serves set up to provide for potential losses 
in value (as distinguished from losses al- 
ready sustained or highly probable of oc- 
currence) should not be deducted from 
asset values. In the case of company-made 
inventories, costs should include normal 
manufacturing overhead but should not 
include excess costs due to low operating 
schedules or other factors. 

The reason for including fixed assets at 
cost minus accumulated depreciation, 
rather than at cost, is that the former con- 
cept is more closely related to the ability 
of such assets to contribute to profits. 
Fixed assets tend to become relatively 
weaker in this ability as they become older 
because of improving technology which 
makes new equipment more advantageous 
profit-wise. Furthermore, plant and equip- 
ment frequently requires higher mainte- 
nance charges as it becomes older. It can- 
not be argued that there is a decline in 
profit-making potential which is exactly 
in proportion to the annually declining 
book value resulting from applying 
straight-line depreciation, but there is 
little doubt that this is the general trend.1 

A second argument for the use of cost 
less depreciation refers to those ’ cases 
where errors in judgment have been made 
in acquiring fixed assets. Where this is the 
case logic requires that such assets should 
continue to be included in the asset base 
for the purpose of calculating a rate of 
profit return because a divisional man- 
ager who has permitted such an error in 
judgment to be made should be subject to 
some penalty—for a reasonable time. The 
use of a declining amount in the asset base 
from year to year prevents this from being 
forever a millstone around the neck of 
management—or at least insures that it 
will constitute a millstone of gradually 
lessening weight as time goes on. 

As to receivables, obviously those 
proved worthless should have been 
charged off and so should be excluded. A 


reserve for losses set up to express receiv- 
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EXHIBIT | 
(Thousands of Dollars) 
Division Division Division Consol. 
A Subs. Unallocated Total 

Imputed cash (equal to 

trade liabilities) $ 380 $ 500 $ 290 $ — $1,170* $ — 
Actual cash 100 1,550 1,650 
Receivables 750 500 800 150 100* 2,100 
Inventories 900 1,500 800 300 250* 3,250 
Property, less reserve for 

depreciation 520 1,300 700 140 55 2,715 
Other assets and deferred 

charges 20 30 15 10 35 110 
Invested in nonconsolidated 

subsidiaries 800 800 

$2,570 $3,830 $2,605 $700 $ 920 $10,625 

* Deductions 
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losses that may not occur, should not 
deducted. 

Under the concept of the division as a 
operating entity not concerned with §. 
nancing problems, the scale of its open. 
tions is set, first by the capital expenditur; 
authority procedure which operates ty 
limit the expansion of facilities, and se. 
ond by the approval of proposed produc 
tion schedules. The approval of a produc 
tion schedule carries with it the authori 
to make expenditures for raw material 
supplies, labor and services, and to operate 
within reasonable limits for inventorig 
and receivables. It also guarantees thi 
cash resources will be made available ty 
the division to an extent sufficient to f. 
nance its current requirements. 

In line with this theory, the genen| 
cash balances of a divisionalized company 


are properly carried on the general books} 


Any marketable securities in which tem 
porarily excess cash balances may be in. 
vested to earn some revenue pending thei 


need by the business are also on the gen-[ 


eral books. Working fund cash balance 
may be on the division books but they do 
not necessarily correspond with the 
amount of the company’s cash really to be 
regarded as backing up the division’s op- 
erations. How much cash should be so te. 
garded ? Enough to pay off the current lia 
bilities ? Enough to support operations for 
30 days—or 60 days? 

A definite answer cannot, of course, be 
given. The answer might vary with dif. 
ferent companies. Even within the same 
company a uniform formula might not be 
proper if there were substantial differ- 
ences in the nature of the business of the 
various divisions. In the example con 
tained in this article cash has been im- 
puted to each division in an amount equal 
to its current liabilities.2 This assumption 
might or might not be proper in other 
cases. 


1In a recent study of Machinery and Allied 
Products Institute (‘Effect of the New Tax De 
preciation Methods on the Earnings of Deptt 
ciable Assets”) an assumption was made of the 
decline of the operating-margin-contribution 
made by fixed assets (which term carries the 
same meaning as “profit-making potential” used 
above) at a constant rate. The assumption, fe 
lating to a 10-year asset, was that the contribu 
tion would decline by 10% per year. With 
straight-line depreciation the book value of the 
asset also declines by 10% per year so the as 
sumption made, on the basis of straight-line de 
preciation, would zesult in showing a uniform 
per cent of return during the 10 years on book 
value. Whether this is the most plausible a 
sumption is, of course, a matter of question, a 
though it is incorporated into the MAPI i 
placement formula. : 

* Not including, however, the income tax lit 
bility. The theory of responsibilities being s# 
out herein assumes that cash generated by di 
visional earnings before taxes flows automat 
cally into the general treasury and the paymelt 
of income taxes is not a divisional responsibility. 


ables at a conservative value, however, ti 
the extent that it is in excess of probably” 
requirements and provides for futur 
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Examples Showing Use of Return on 
Total Assets Base in Setting Company 
and Divisional Profit Objectives. The 
above remarks will perhaps become more 
understandable through an example. This 
example pertains to a hypothetical com- 

any which has three operating divisions 

and one wholly owned and consolidated 
subsidiary. In addition it has certain for- 
eign subsidiaries not consolidated, in 
which there is a substantial minority in- 
terest. 

Its asset position at the beginning of 
the year to be used for the purpose of de- 
termining profit objectives for the busi- 
ness, and for each part of it, is shown in 
Exhibit 1. The derivation of these assets 
is shown in Exhzbit Il. 

In the statement of assets the amount of 
cash as shown by the division books was 
adjusted to equal the amount of trade ac- 
counts payable. The total amount thus im- 
puted to the divisions is shown as a deduc- 
tion from total company cash in the ““Un- 
allocated” column. The net balance of 
$380,000 remaining in this column is to 
be regarded as available for income tax 
payments, dividends, etc. This is a re- 
sponsibility of the General Treasury De- 


| partment of the company. If there were 


excess funds over and above general needs 
it ordinarily would be temporarily in- 
vested in marketable securities. In the 
present example it is assumed that the 
amount of unallocated cash is in reason- 
able relation to general needs and that no 
marketable securities are held. 

The credits of $100,000 and $250,000 
in the “Unallocated” column are valua- 
tion reserves for conservative presentation 
which it is thought improper to net 
against the respective divisional assets for 
the present purpose. The items of $55,000 
and $35,000 are general corporate assets 
not readily susceptible to divisionalization. 
The example assumes that the book value 
of fixed assets is sufficiently close to a real- 
istic value in terms of their ability to con- 
tribute to profits that no adjustment of 
that book value is required. In the con- 
trary case, the amount of the required ad- 
justment would appear in the “Unallo- 
cated” column. The amount of $55,000 
which does appear there may be assumed 
to represent general administrative prop- 
erties, 

The last item of $800,000 for invest- 
ment in nonconsolidated subsidiaries re- 
quires more comment. It is assumed that 
the subsidiaries involved are in foreign 
countries with a substantial average mi- 
dority interest—3714%. Income is taken 
up in parent company accounts only as 
dividends are received. The subsidiaries 
ae expected to pay out 70% of earnings 
in dividends, and in past years substantial 
fanings have been retained, the parent 
‘ompany’s equity in which amounts to 
$450,000. An objective of 10% of the 
parent company equity in these subsidi- 


EXHIBIT Il 


Trade liabilities: 
Divisions 
Consolidated subsidiary 


Income tax payable 
Bank borrowings 
Long-term debt 
Preferred stock capital 


Common stock capital and reiained earnings 


Total 


















$1,170,000 
45,000 $1,215,000 
750,000 
600,000 
750,000 
1,000,000 
6,625,000 


$10,625,000 






























































EXHIBIT Ill 
Objective % Objective Amount 
Asset Before After Before After 
Base Tax Tax Tax Tax 
Parent company interest $1,250,000 
Minority interest (37/2%) 750,000 
Equity capital $2,000,000 
Current liabilities 400,000 
Borrowings 500,000 
Total, representing assets in use $2,900,000 22.0% 13.2% $638,000 $382,800 
Interest on borrowings 8.5 5.1 42,500 25,500 
Balance $595,500 $357,300 
To pay in dividends—70% $416,850 $250,110 
Parent company portion—622% $260,531 $156,319 
Less U. S. tax liability on dividends received 31,319 
Balance—Parent company objective income $125,000 
. e a e e e 7 e . e . e e e e - - e a e 
EXHIBIT IV 
Objective % Objective Amount 
Asset Before After Before After 
Base Tax Tax Tax Tax 
Division A $2,570,000 20.0% 9.6% $ 514,000 $246,720 
Division B 3,830,000 20.0 9.6 766,000 367,680 
Division C 2,605,000 20.0 9.6 521,000 250,080 
Consolidated subsidiary (wholly owned) 700,000 20.0 9.6 140,000 67,200 
Total $9,705,000 20.0% 9.6% $1,941,000 $931,680 
e oe e e e e e om e e - «© e e es e e . e e 


aries has been established, which calls for 
net dividend income of $125,000 to the 
parent company. What is required to make 
this possible is shown in Exhsbit III. 

It is assumed that the average income 
taxes paid by the foreign subsidiaries were 
less than the U. S. tax would be on an 
equivalent amount of earnings, therefore, 
a U. S. tax liability to bring the total tax 
paid to 52% is necessary. It will be ob- 
served that $125,000 represents 48% of 
$260,531. 

The income objective determination for 
the parent company domestic operations 
is shown in Exhibit IV, all figures being, 
of course, for illustrative purposes only. 

To this objective net income of $931,680 
for domestic operations can be added the 



















objective dividend realization from for- 
eign nonconsolidated subsidiaries ($125,- 
000 after taxes) and a nominal amount of 
miscellaneous income ($10,000 before, 
and $4,800 after taxes) to give a total ne- 
income expectancy of $1,061,480. The al- 
location of this by sources of capital may 
be considered to present the combined 
company objective, which takes into con- 
sideration the remuneration contemplated 
for each furnisher of assets used by the 
business and the amount “‘left over” for 
retention in the business. It is important 
to note that this amount left over may, 
under current conditions, be needed in 
part to keep the business going at present 
levels due to higher prices, and conse- 
quently not be wholly available for growth 
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needs. What this means in terms of the 
objective percentages themselves is that 
they must be higher during inflationary 
times than normally in order to protect the 
scale of operations.? The allocation is 
shown in Exhibit V. 

It will be observed that current liabil- 
ities in this analysis is regarded as a source 
of capitai not involving a capital cost. The 
relative costs of capital pertaining to long- 
and short-term borrowings and to pre- 
ferred stock are set out clearly in this anal- 
ysis and thereby management is forcibly 
reminded of the cost differentials inherent 
in its capital structure. (It may be re- 
marked in passing that the relative per- 
centages are based on borrowings at the 
beginning of the year. If there were sub- 
stantial changes expected during the year, 
as in the case where short-term bank bor- 
rowings are for seasonal purposes, or 
where installment repayments are due 
during the year on the long-term debt, the 
use of average figures would be more ap- 
propriate. ) 


Special Remarks Concerning Setting 
Divisional Objectives. In the schedule 
showing divisional profit objectives a uni- 
form rate of 20% before taxes appears. It 
is not meant to imply either that that par- 
ticular rate is a justifiable one, or that all 
the operations of a company should earn 
at the same rate—particularly year in and 
year out. Presumably a company which 
considers well its future may think in 
terms of greater safety through diversifica- 
tion of activities, of protecting its raw 
material supplies, of preserving its dealer 
organization, etc. The greater security for 
the company’s activities which may be 
furnished by these programs may war- 
rant acceptance of a lower-than-normal 
objective earning rate. Conversely, pro- 
gtams carrying an abnormal degree of risk 
—foreign investment projects being a 
good example—call for raising the sights 
on earnings objectives. 

Companies whose activities are divi- 
sionalized not entirely along product lines 
may also consider that the relative perma- 
nence of the asset placement affects the 
objective percentage to be sought. Divi- 
sions primarily engaged in manufacture 


- e ce o + e es 7. - . 
EXHIBIT V 
Sources of 
Capital 
Current liabilities $1,965,000 
Bank borrowings 600,000 
Long-term debt 750,000 
Preferred stock 1,000,000 
Common stock: 6,310,000 
(a) Dividends 
(b) Retained earnings 
$10,625,000 _ 


have a large part of their capital in fixed 
assets. Such capital must come from per- 
manent sources and should carry a higher 
profit objective than the capital of mer- 
chandising or distribution operations, 
which is mostly invested in receivables 
and inventories and can be derived from 
short-term sources at a lower cost. An 
example of the latter situation tending 
toward the extreme is the case of a credit 
corporation operating on a small equity 
capital base in relation to short-term bor- 
rowings, which can be adjusted upward 
or downward as the volume of receivables 
fluctuates. 

In addition the vicissitudes of various 
industries call for recognition in the set- 
ting of profit objectives. When the pros- 
pect for a particular division is relatively 
poor in a certain year, due to depressed 
conditions in its industry, that must be 
recognized in setting the objective for that 
year. If a company’s diversification pattern 
is sound, the lowering of the objective for 
one division can frequently be compen- 
sated for in part at least by raising it in 
another. 


Applying Objectives to Product Line 
Results. The advantage of working with 
total assets, rather than with net assets, is 
even more striking when, in the profit- 
planning procedure of the division, it is 
sought to break the total objective down 
by product lines, and assign to each a rea- 
sonable expectation. It is not within the 
scope of this article to deal with the im- 
portant matters of sales forecasting, the 
determination of production schedules, 
the preplanning eventuating in plant 
budgets, marketing and administrative 
budgets, and the assembly of all this into 
a profit plan. We are rather concerned 
here with the evaluation of that plan after 
it has been tentatively established and the 
relating of it to the objective which has 
been established for the division. 

Evaluating it contemplates that it will 
be converted from an accounting com- 
pilation into an operating statement by 
first, exhibiting the income contemplated 
by product lines and, second, establishing 
the total asset base for each of those lines. 
When this is done percentages can be de- 

















e e 7 oe e e a . 7 e 
% Amount 
Before After Before After 
Tax Tax Tax Tax 
4.0% 1.92% $24,000 $ 11,520 
a 1.68 26,250 12,600 
7.0 70,000 
10.0 631,000 
§.33 336,360 
$1,061,480 
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rived showing return on total assets fo, 





each product line, which can be compare!) 


with the objective percentage for diy; 
sional operations as a whole. 


Establishing the total asset base full 


various products may present some prob. 
lems, particularly where different produc 
are made by use of common equipment 


Such problems are not insurmountable 
however, and allocations sufficiently gooif 


for the purpose can be arrived at in mos 
cases without too much trouble. Raw m,. 
terial and work-in-process inventories tc. 
quired for manufacture can be likewis 
established within reasonably close limits 
without engaging in a prohibitive amount 
of clerical effort. Where the manufactur 
is seasonal these requirements should lk 
converted into an average yearly asset tc. 
quirement. Finished  gesageee inventories 
both at the plant and in the marketing 
process can be similarly established with 
special consideration to converting se. 
sonal peaks into yearly averages. Cash te. 
sources can be imputed on the basis of the 
equivalent of so many days cost of sales 
and a similar treatment can be given to 
receivables with due consideration to what 
the terms of sale call for. 

After the asset base is established it can 
be related to the sales forecast for the 
product line to develop a concept of much 
importance to operating managers—that 
of turnover of assets to sales. There will 
generally be found to exist material dif- 
ferences in the potential rates of turnover 
to sales for different product lines. These 
come about through the relative season- 
ality of products, the comparative com- 
plexity of the product and/or of the man- 
ufacturing process, lead times for the 
principal materials used, merchandising 
policies, and other factors. A study of 
turnover rates for different product lines 
frequently suggests possibilities of im- 
provement through changes of policy. 
And where improvements in turnover can 
be made, they can be of substantial bene- 


fit because of the inexorable quality of the | 
~ cent of return f 


equation: Turnover 
on sales = per cent o 
used. 

Once optimum turnover rates are estab- 
lished they can be readily converted into 


(Continued on page 92) 


return on assets 


® Those who advocate changes in accounting 
practices that would make our books and state 
ments reflect ‘economic’ income may not D 
happy with this approach. To the writer tt 
seems clear that a separation between operating 
and financial considerations corresponds natu: 
rally to the separation between the responsibili- 
ties of divisional and general management 1 
our divisionalized companies today. The get 
eral management should be perfectly competent 
to decide what the effect of inflation or special 
financial circumstances should be upon the de 
termination of divisional objectives. 

It is apparent, of course, that our present 
system of income taxation does tend to take an 
undue share of business profits in not permitting 
a deduction for depreciation on replacement 
costs, but that is another question which de 
serves more attention than can be given hereit. 
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‘An Evaluation of Direct Costing 


Frederick J. Muth 


MAJOR REQUIREMENT in maintaining 
A and improving the profitability of a 
business enterprise is the availability of 
simple and easily comprehended analyses 
of cost-volume-profit relationships. Direct 
costing is rapidly being accepted as the 
best means of communicating the signifi- 
cance of these relationships. Where it has 
been adopted, there is enthusiasm both on 
the part of management and the control- 
ler. This enthusiasm is rapidly overriding 
the objections which appear to be reced- 
ing in the face of the overwhelming bene- 
fits of this new technique. Once estab- 
lished, the direct costing approach in 
reporting has been found to improve im- 
mediately the rapport between controller- 
ship and management. The usual reaction 
is: “Why didn’t we do this years ago?” 


INADEQUACY OF 
ABSORPTION COSTING 

Since direct costing represents a step 
forward from the long-accepted absorp- 
tion costing, a short review of the inade- 
quacies of the latter might well set the 
background for examination of the im- 
provements and benefits to be obtained 
from moving on to direct costing. (Inci- 
dentally, it might be stated right here that 
with preplanning the move can be made 
with a minimum of confusion. ) 

Absorption costing, with flexible budg- 
ets carefully delineating variable and fixed 
expenses, was adopted to avoid the wide 
fluctuation of unit costs and inventory 
values which resulted from variations in 
production and sales volumes. This cost- 
ing procedure accomplished its purpose by 
assuming that the existing facilities and 
management organization were set up 
with the expectation of making and sell- 
ing a stated average volume of goods over 
a period of years; and that this average 
Volume. (or normal volume, as it is usually 
designated)’ is a sound basis of unitizing 
those costs primarily generated by the re- 
lated facilities and organizations. 

This approach unquestionably supplied 
a base for price determination and avoided 
Violent fluctuations in inventory values 
with accompanying distortions of profit. 
But, unfortunately, it resulted in reports 








which contained mysteries for the man- 
agement personnel when they attempted 
to evaluate the factors affecting profits 
and to plan for profit improvement. 

When sales volumes varied from pro- 
duction volumes, the over- or underab- 
sorption of fixed costs influenced reported 
profits so that they seemed to bear no rela- 
tivity to sales volumes. Consequently, re- 
ported cost of goods sold needed to be 
supplemented by information indicating 
the behavior of the variable and period 
components of cost. To supply this in- 
formation, the resourceful controller pro- 
duced additional reports showing profit- 
volume data and cross-over charts. These 
tools purported to set forth the data 
needed for management decision but ac- 
tually confused rather than helped and 
often required the presence of the con- 
troller in the role of interpreter to avoid 
misuse. 


A NEW PREMISE 


Perhaps sheer embarrassment or the 
distressing inability to communicate were 
the prods which caused men such as Jona- 
than Harris to sit down and study the 
problem. 

How could reports be rearranged so 
that they would more adequately provide 
management with planning and control 
information? 

Was it possible to remove the seeming 
contradiction of realizing increased prof- 
its with decreased sales? 


When direct costing can be 
used and its advantages 


Could costs be reported so that the sig- 
nificance of cost-volume-profit relation- 
ships would be easily comprehended and 
the need for interpretation removed? 

Could figures be presented dramatically 
so that management would be motivated 
to take action? 

The solution to these problems was 
found in the premise that only variable 
costs should be inventoried and all fixed 
costs should be charged against the in- 
come of the period. Under this premise, 
the income and cost statements were rede- 
signed to highlight the cost-volume-profit 
relationship. Costs were segregated in re- 
ports and in general ledger accounts ac- 
cording to those which varied directly 
with production volume and those which 
were more directly affected by policy, fa- 
cilities, and organization and could best 
be measured in relation to a stated period 
of time. Costs related to volume, now re- 
ferred to as direct costs, were deducted 
from sales income and the remainder des- 
ignated as marginal income or direct gross 
margin. The period or fixed costs were 
subtracted from the marginal income to 
arrive at the net profit. 

With this breakdown of costs shown 
on the operating statements, management 
was able to determine quickly and without 
further interpretation the changes in in- 
come that could be expected from changes 
in sales volume and, in addition, know 
the amount of cost that was subject to 
change only through changes in facilities, 





FREDERICK J. MUTH graduated (B.A.) from Cornell 
University in 1921 and has been with the Armstrong Cork 
Company, Lancaster, Pa., since that time. He is at present 
assistant controller. He has been prominent in the affairs 
of the Lancaster chapter of NACA and has addressed 
chapters in the New England, midwestern and southern 
states as well as management groups concerning the ac- 
countant’s part in cost control and cost reduction pro- 
grams. He has had various industrial accounting papers pub- 
lished by the recognized journals in the accounting field. 
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“Darn it, Baxter, | don’t care if you can’t find secretaries that 
can take dictation and type a letter like my wife used to!” 
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organization, and policy. This simple ex- 
planation indicates the mechanics of ac- 
counting under the direct costing method. 


ACCEPTANCE OF METHOD 

However, the direct costing method has 
apparently not been universally sage 
even though it provides a means of im- 
proving operating reports. The foremost 
objection to direct costing is the removal 
of fixed costs from inventory value. By 
this feature, it violates an accounting 
principle that has been closely and gen- 
erally adhered to by accountants and by 
government tax agencies. Nevertheless, 
there is a growing opinion that as more 
companies give serious study to this tech- 
nique and discover the increased benefits 
to management, the objections will be 
gradually overcome. 

Today it is already apparent that it may 
not be too many years before the tax laws 
will recognize the economics of the direct 
costing approach just as they eventually 
recognized the theory of LIFO accounting. 
In fact, there is a steady growth in the 
number of companies installing direct 
costing for internal use, with adjustments 
for tax reporting until such time as the 
Internal Revenue Service is agreeable to 
writing off the period cost on inventory 
against profits. This growth in the num- 
ber of companies using direct costing is 
taking place, because the immediate bene- 
fits to management in planning present 
aud future operations become obvious once 
serious study has been given to its appli- 
cation to an individual business. This is 
not a theory which forward-moving com- 
panies can afford to brush aside without a 
full investigation of its possibilities. 

In the fall of 1956 a questionnaire was 
circulated to 240 members of the electrical 


manufacturing industry group as repre- 
sented in Controllers Institute. A total of 
50 replies was received, which our Office 
of Economic Research states is a somewhat 
better than average return. Of these re- 
plies, ten, or 20% of the total, have al- 
ready installed direct costing. Eight, or 
16%, are studying it at the present time 
and are favorably inclined to its adoption. 
The balance, 32, or 64%, said that they 
do not contemplate its adoption in the 
near future. They were asked to state their 
objections to direct costing, and the fol- 
lowing summarizes their replies: 


Four had done some reading but were 
unimpressed. 

Four hesitated to adopt because it is not 
recognized for tax reporting. 

Four did not think it applicable to their 
type of manufacture. 

Six are satisfied with present standard 
and budget approach. 

Fourteen had not considered it. 


It is significant that there were no state- 
ments to the effect that the decision not to 
adopt direct costing was reached after a 
careful study. In other words, these com- 
panies apparently reached decisions with- 
out thorough investigation and have prob- 
ably delayed the adoption of direct costing 
chiefly because an honest effort has not 
been made to examine the benefits, not 
only to the controller's organization but, 
more importantly, to the total manage- 
ment group. It is strongly recommended 
that these studies be made to the point of 
developing comparisons of reports under 
the two methods and carrying the discus- 
sion of benefits to the management group. 

To evaluate direct costing fully and to 
clear the field for further discussion, let’s 
eliminate the types of businesses where we 
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must agree that direct costing is not appli. 

cable. There are at least two that can be | 
readily recognized ; those businesses where | 
production and sales vary widely with the | 
seasons and those where the chief products | 
are large individual units produced and 

sold on a contract basis. An example of 

the first would be the watch industry 

where sales are peaked in May and June 
for graduations and weddings, and in No.: 
vember and December reflecting the holi- 
day season, with inventory building dur. 

ing eight months of the year. An example 
of the second type would be an electrical 
manufacturer specializing in outsize mo- 
tors or generators tailored to unique spec. 
ifications. In these circumstances, it is not 
likely that a switch to direct costing would 
be helpful, and it would be foolhardy to 
attempt to support the change. Our ex. 

amination of the advantages will be 
against the background of industry where 
the flow of finished product into the mar. 

kets is such that the production schedules 
and inventories can be maintained in rea- 

sonable alignment. 


| 


ADVANTAGES OF THE METHOD 

The most readily discernible benefit of 
direct costing is the clarification of re 
ports. With the removal of the over- o 
underabsorption of fixed costs attendant 
to absorption costing, profits move in th 
same direction as sales volumes, other 
things remaining equal. This is manage- 
ment’s language. No longer is it necessary 
to unravel the mystery of higher profits 
with lower sales because of increased pro- 
duction volumes or the reverse. Reports 
become logical on the premise that no 
profits accrue without sales. At the same 
time, the significance of period costs and 
their effect on profits is highlighted. The 
sales volumes required to cover period 
costs are easily calculated from the report, 
and the importance of sales price and 
product mix are readily apparent. 

This continuing presentation, month by 
month, of the cost-volume-profit relation- 
ship provides a single tool for planning 
without the necessity for addition of other 
data to assist in analyzing the profit and 
loss report. Keeping this relationship con- | 
stantly before the men who are in posi- 
tion to take the required action cannot 
help but motivate management to profit 
improvement. What needs to be done is 
constantly spelled out in such fashion that 
the product manager no longer delays | 
planning on the basis that a particular 
month’s report is out of focus because of 
an imbalance between sales and produc- 
tion, and that things will be righted in the 
next report. Direct costing has removed 
this confusion of the past and its sedative 
effect; instead it provides a stimulus for 
prompt action. 

The forced segregation of expense into 
two accounts instead of one automatically 
centers attention on the possibility of cost 
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reduction. Expenses need to be clearly 
classified as to those which vary directly 
with production and those which belong 
to the period. This separation brings an 


| understanding of expense behavior to the 


production manager, the industrial engi- 
neer, and the sales manager, far beyond 
their experience in developing the flexible 
budget. The examination of an expense 
item for classification in the proper cate- 
gory forces investigation as to its actual 
need and amount. Expenses which have 
been accepted over the years as necessary 
at certain activity levels receive far more 
careful study before they are allowed be- 
cause they are looked at in a new perspec- 
tive. 
Direct costing has focused attention on 
the fact that period costs need to be 
budgeted on a step basis, recognizing a 
span of activity levels. This closer scrutiny 
uncovers cost reduction possibilities which 
formerly were not recognized. Our con- 
troller, I. Wayne Keller, has repeatedly 
emphasized the axiom that fixed costs are 
fixed by management decision. Since this 
is true, management should be kept aware 
that policy and organizational changes can 
be effective in keeping costs in the period 
category at a minimum consistent with 
sound planning. The showing of period 
gost as a separate figure on the profit and 
loss statement centers attention on it and 


‘ yoses such questions as: 


What makes up this figure? 
Can it be reduced? 
And who is responsible? 


Therefore, the accountant and industrial 
engineer are more inclined to work care- 
fully with management in developing the 
allowances in period expense when they 
know that the various items will be sub- 
jected to searching examination. 

Another major benefit of direct costing 
is the use of the marginal income figure in 
playing to strength. The sharper focus 


| that is obtained on relative profitability of 
| product lines, types of customers and ter- 
| titories pinpoints the areas where manage- 


ment should concentrate its efforts and 
where to weed out the unprofitable items. 
This is especially important when facili- 
ties are being used at near-capacity levels. 
Careful selection of possible courses of ac- 
tion under these circumstances maximizes 
profits and assists in keeping the business 
ina good state of health. While a general 
lead to relative profitability of products 
using the same facilities can be had from 
the marginal income shown on the profit 
and loss statements, decision should not 
be made without consulting the controller. 


SHARED PERIOD COSTS 

It has been argued by some that direct 
costing eliminates the need to assign pe- 
tiod costs to commodity groups, that each 
commodity can be regarded as making its 
contribution in the form of marginal in- 


come to one common fund. This is a fal- 
lacy which must be avoided if we are not 
to find ourselves without an accurate 
knowledge of the total cost of a commod- 
ity. When period costs are shared by more 
than one product, it is evident that the 
basis of assignment to products must be 
carefully analyzed. Certain segments are 
rightfully distributed on normal volumes 
expressed in machine hours or operation 
hours, i.e., depreciation, insurance, taxes, 
standby power and electricity, all of which 
represent charges in relation to the long- 
term use of the facilities. Others are more 
properly divided on the basis of forecast 
volume. These time costs include salaries, 
indirect labor, supplies, etc., which are 
usually set at the start of a budget period 
and are contracted for in contemplation 
of producing the forecast volumes and 
muxtures. 

Since period costs are time costs, it is 
necessary to unitize them on a basis of ma- 
chine or department hours for applica- 
tion to products to recognize the period 
cost of the relative time required to pro- 
duce them. For example, Commodities A, 


B, and C, using the same facility, show 
respective marginal income per hundred 
units of $48, $50, and $52—aunitized pe- 
riod cost is $10 per hour. To manufacture 
100 units of A requires 1 hour, B 144 
hours, and C 2 hours, or $10, $15, and 
$20 respectively. Actual profit before sell- 
ing and administrative expense is thus $38 
for A, $35 for B, and $32 for C. The se- 
lection for concentration of effort would, 
through this analysis, fall in reverse of the 
selection had marginal income alone been 
the determinant. Obviously, these same 
facts can be brought out under absorption 
costing. The illustration is given to point 
up the ease with which such comparison 
can be drawn under direct costing, with its 
clean division of variable and fixed ex- 
pense. 

Incorporation of direct costing into 
standards provides an excellent tool for 
acceptance of orders when the price repre- 
sents something less than total cost dur- 
ing periods of less than full production 
levels. Here the contribution to existing 
period costs provides an accurate basis for 

(Continued on page 87) 


RETAIL BUSINESS FAILURES 


In the eleven months, January through November, 1956, 
failures among retailers of apparel and accessories, dry goods, 
and general merchandise rose 37 per cent in numbers and 73 
per cent in liabilities over the corresponding 11 months of 
1955, according to the Credit Clearing House, a division of 
Dun & Bradstreet, Inc. During the first 11 months of this 
year, 1,202 retail apparel failures occurred, with total aggre- 
gate liabilities of $33,301,000. This compares with 876 retail 
apparel failures during the first 11 months of the preceding 
year, with total liabilities of $19,217,000. 

Failures were up most sharply in the following retail lines 
for the first 11 months of 1956 compared to the first 11 
months of 1955: family clothing stores, 60 per cent more 
failures; children’s and infants’ wear stores, 53 per cent more 
failures; women’s and misses’ ready-to-wear stores, 49 per 
cent more failures: women’s and misses’ accessories stores, 32 
per cent more failures; men’s and boys’ clothing stores, 30 
per cent more failures; and men’s and boys’ furnishings stores 
25 per cent more failures. 

Compared with the 1,202 retail apparel store failures from 
January through November 1956, however, 3,187 new retail 
apparel businesses were reported as beginning operations. 
This November, 238 new* retail apparel stores were formed. 
This compares with 404 new stores formed during Novem- 
ber a year ago. 

* A new business for the purpose of this analysis is defined as 
one started by present owners; it has not been purchased or ac- 
quired, nor does it in any way succeed an already established 
business. 
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We’re Easing into Automation 


George J. Kelley 


FORMULA FOR DECISION is an essen- 
tial tool for the controller who today 


faces the problems connected with ap- 
proaching excursion into the field of com- 
plete office automation. The end result 
may be the installation of an electronic 
computer or the extension of the high- 
speed sorting, calculating and tabulating 
capacities of punched card procedures. 
But either way—or by automation through 
other electronic instruments still to come 
—the controller’s function becomes in- 
creasingly complex as he is called upon to 
provide the answers to basic problems of 
sweeping conversions of office and statis- 
tical reporting facilities. 


SIX POINTS FOR PLANNING 


The main offices and plant of Swank, 


Inc., have worked out a definite plan of 
approach to extensive automation of its 
accounting, control and statistical report 
procedures. The pace at which we will 
continue to proceed toward these ends is 
based on a carefully thought out formula 
for decision. Briefly it is this: 


a 


Select uses and equipment—usually in 
that order—where there are strong in- 
dications (a) that savings will pay for 
the machines in one year, and (b) that 
the selection of machines and methods 
is consistent with plans for eventual 


complete office automation. In other 
words, approach the matter of com- 
plete automation in a logical, workable 
sequence. 


. Centralize where procedures are best 


handled on high-speed machines; de- 
centralize in most of the operations in- 
volving the creating of source data. 


. Proceed at all times on a basis of first 


things first. In tabulating to a consid- 
erable degree (as well as in data proc- 
essing by computer), the first problem 
is the accumulation of data and prepa- 
ration in the best form for feed-in. We 
have selected the Synchro-Monroe for 
integrated data processing because it 
provides an excellent feed-in system 
for tabulating—and, probably, for 
computer procedures too. In the in- 
terim it is giving us the feel of elec- 
tronic data processing. 


. This is an expansion and re-emphasis 


of Point 1. We must provide top man- 
agement, sales, accounting, production 
and other departments with full figure 
facts—fast. But we can’t do so at costs 
all out of reason, so we must find office 
equipment for the future that will also 
do a job today. 


. Give careful attention to the Auman 


element in the transition to full auto- 
mation. Selection of equipment and the 
introduction of new methods should be 








GEORGE J. KELLEY, following his service in the United 
States Air Force as warrant officer with duties of super- 
visory accountant for cost plus contracts, renegotiations, 
and termination of war contracts, joined Swank, Inc., 
Attleboro, Mass., as office manager. He advanced to 
assistant controller and then controller and was elected 
to the Board of Directors in 1955. He is a member of 
Controllers Institute of America and the American Ord- 
nance Association; a director of the Rhode Island Asso- 
ciation of Credit Men and the Jewelers Board of Trade. 
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An approach to automation of 
accounting, control and sta- 
tistical report procedures 


weighed carefully as to these factors: 
(a) Will they enable us to train people 
faster (and, hence, less expensively) 
than by existing methods? (b) Will 
they immediately or eventually turn 
more of the “dog work’’ over to me- 
chanical means and encourage wider 
application of human intelligence to 
supplying better, more accurate ma- 
terial to feed into the machines ? 

6. Management (especially the control- 
ler) has some responsibility in encour- 
aging better design and development 
of equipment, and in furthering the 
application of equipment for greater 
automation of control, accounting and 
statistical purposes—but we should 
make clear distinctions between those 
“pioneering” steps that are most prop- 
erly the business machine manufac- 
turers’ and those which can be ours. 
The latter, it seems to me, have to do 
with exploration and experimentation 
in uses and possible adaptations to spe- 
cific problems. 


THE FORMULA IS AT WORK 

There is little question in our minds 
that within a matter of a few years some 
sort of electronic computer will be the 
heart of our accounting and statistical con- 
trol. The number of branch offices, the na- 
ture of our business, rising paperwork 
costs, and the increasing need for more 
control data and greater speed in making 
them available in a number of different 
areas all point to eventual full automa- 
tion. 

In the meantime we are clearly working 
toward that goal, and in the process we 
are doing it comparatively painlessly. We 
need a considerable degree of automation 
right now—to tie the whole organization 
together for the quick transmittal and 
processing of data. 

With the recent addition of a number 
of data-processing units, plus an extensive 
hook-up by teletype between the plant, the 
New York and Los Angeles offices, we 
now have extensive automation where tt 
was lacking before—in the feed-in of 
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Mr. E. P. JORDAN, JR., General Sales Manager 
A. B. Dick Company, Mimeograph, 
Spirit, Azograth, Offset, Folding Machines, etc. 
Chicago, Illinois 


We use the Traveletter System at A. B. Dick Company 


Traveletter 


... the better system for 
handling travel expenses. 


Descriptive Brochure on Request 


‘From a management standpoint we like it be- 
cause it saves time and simplifies paper work. It 
reduces errors. Expenses are reported while they 
are still fresh in the minds of our sales representa- 
tives. Also, Traveletter expense reports are com- 
pletely compatible with our accounting methods. 


“Our sales representatives like Traveletters, too. 
They like being reimbursed—without delay—for 
money they’ve spent. No one complains about fill- 
ing out a simple expense report in order to cash 
a Traveletter. 


“As a credit reference, it’s excellent! We've been 
using Traveletters since 1949 and I’ve yet to hear 
of anyone having trouble cashing one.” 


The Traveletter System reduces cash advances, 
saves accounting time, prevents lost time and lost 
orders, builds morale of salesmen. 

Used by companies employing from 1 to 1,000 
travelers, including United Aircraft Corporation, 
American Cyanamid Co., Western Electric Co., 
and many others. 


TRAVELETTER CORPORATION - GREENWICH 2, CONNECTICUT 
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data to the tabulating equipment. And, of 
course, whether it is automation of data 
processing by punched cards or by elec- 
tronic computer, the problem of data 
feed-in remains a significant factor. 

An important consideration to us in the 
present approach has proven to be ' the 
neatness and dispatch with which we are 
able to make each transition to automation. 
There has been a minimum of upheaval, 
both from the standpoint of adjustment 
of control and statistical routines and 
from the standpoint of adjustments of 
personnel. 

We are convinced from what we have 
already seen of the clerical workers’ quick 
adaptability to the processing, teletype 
and other data feed-in devices that we are 
going to have better people handling the 
work, and that we are going to be able to 
train them a great deal faster. That as- 
sumption is based on these three points: 


1. Girls working at the adding machine 
and punch units are generally all- 
around clerical workers familiar with 
the orders, accounts payable, produc- 
tion control reports, back order lists, 
inventory data, etc. Therefore, they are 
able to handle the material more in- 
telligently. 

2. They are quicker to catch evidence of 
error in the source material because 
they understand it better. 

3. Much of this type of source material 
for the basic functions of tabulating 
(or of electronic computing, for that 
matter) can be prepared faster and a 
lot more inexpensively. 


WE EARN AS WE LEARN 

Some key punching by trained, experi- 
enced operators may always be required, 
but where possible we certainly want to 
place the preparation of the feed-in ma- 
terial in the hands of the people most fa- 
miliar with the source material. 

With our present equipment we are, 
therefore, in a better position to do more 
of the dog work (sorting, calculating, list- 
ing) mechanically and to use human in- 








telligence—more efficiently and less ex- 
pensively—where it can do the most good, 
in the translation of source data into the 
means of activating the actual data-proc- 
essing equipment, whether it is by tab 
units or by computer. 

Under our present formula for decision 
we are earning the benefits of automation 
while learning the ways open to us in ad- 
justing our procedures and our personnel 
to the new techniques of integrated data 
processing. 

New data-processing procedures at the 
Los Angeics branch and at the main offices 
have advanced by two weeks the speed 
with which vital reports are now available 
to management, sales and production. 
Three days to a week are the margins by 
which processing of orders has been 
stepped up. Although probably the most 
important, those are but two of the several 
benefits already achieved through uses of 
new techniques in the assembling and 
processing of control and statistical data. 

These big gains have come about 
through our planned program of empha- 
sizing the automation of control and sta- 
tistical data feed-in steps—in preparation 
for the probable switchover within a few 
years to electronic computer. 


EQUIPMENT AND TECHNIQUES 

To keep pace with the speed and de- 
grees of automation already achieved 
through the use of punched card equip- 
ment for sorting, calculating and tabulat- 
ing, we have inaugurated our new ap- 
proach to the processes of getting the 
control and statistical data into the cards. 
This is now accomplished in several ways. 
Each of these involves mechanized steps in 
which the actual punching in of produc- 
tion control, inventory, sales, orders, ac- 
counts payable and other data is a by- 
product of some other step in the normal 
paperwork routines. 

The unit which makes this new pro- 
gram practical is the Synchro-Monroe for 
Integrated Data Processing, a device 
which can be linked with an ordinary add- 


2% 


THE OFFICE GRAPEVINE 

Feed and water the office grapevine to avoid sour grapes, 
says Dr. Keith Davis, Professor of Management, Indiana 
University. The grapevine, he says, constitutes normal activ- 
ity and is especially active during periods of excitement and 
insecurity, such as lay-offs and when there is other news. Ac- 
cording to Dr. Davis, in normal business situations between 
90 and 95 per cent of grapevine information is correct and 
occasionally it has information even when the boss does not. 
As for false rumors, he favors stopping them by face-to-face 


supply of the facts. 
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ing machine, bookkeeping machine, spe. 
cial typewriter, or with a teletype unit 
(See chart.) As orders, reports, checks, 
statements, etc., are prepared the unit 


takes off in a common-language numeric 


code the control data, punching the infor. 
mation into tape or directly to cards. 
The tapes are then mechanically Proc. 
essed through the tabulating equipment 
to transfer the data to the 80-column cards 
subsequently used in the tab operations, 


THE GROWING NEED FOR FIGURES 

The extent of our responsibility to serve 
management, design, sales, production 
and shipping with the figures, analyses 
and other data essential to the operation 
of the business in a highly competitive 
field—and one in which time is always of 
the essence—is illustrated in a number of 
ways. 

For one thing, this is an industry in 
which the quality of the merchandise, and 
their prices, have become fairly well sta- 
bilized. The competitive edge is to be 
gained in getting there (to the retailer 
and the consumer) first—with the mer. 
chandise and with the best and latest de- 
signs. 

This important part of our position is 
dependent, then, on getting style trends 
and sales demand information processed, 
evaluated and acted upon as quickly and 
efficiently as possible. 

Top management and the design de- 
partment must have information from the 
far reaches of the country upon which to 
base its planning and policy actions. No- 
body is going to tell us what the apparel 
manufacturer, for example, is going to do 
next. We've got to spot a trend and act 
on it quickly. This was nowhere better il- 
lustrated than recently when the men’s 
narrow neckties were introduced and 
scored a hit over night. Only the fact that 
we were geared—in data processing as 
well as in production—to evaluate and 
act on this trend in days instead of weeks 
or months enabled us to meet a burst of 
— for a new size and style of tie 
clip. 


LINKS IN THE PROCESSING CHAIN 

Finally, in addition to our responsibil- 
ity to management and the design depart- 
ment to provide the reports and break- 
downs essential to decision, we must be 
able to quickly process and transmit the 
figure facts which will serve to alert sales 
and production. 

By strengthening every link in the 
chain of data accumulation, processing 
and transmittal we are in a better position 
to take steps into new fields of paperwork 
automation because we are strengthening 
our own sources of control information 
and our understanding of and techniques 
for using new and better data-processing 
equipment. 














SWANK INC ORDER DETAIL CARD 
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THE BRANCH OFFICE originates the order information. An operator lists on the adding 
tape in number code all details: Product group, style, size, quantity, description, district, 
territory, and company’s product. The total of the last seven digits in each entry line 
is used for proof checking. 


99d9dd9989/". >-~ 





AS A BY-PRODUCT of listing, the Synchro-Monroe simultaneously and automatically 
punches the identical information into this 5-channel tape. This tape is used to transmit 
the information to the company’s main office. 
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AT THE MAIN OFFICE the information is received by a teletyper which punches a 
chadless tape, also printing the figures. (Teletype tape is chadless in that the paper 
remains in the punched holes.) 
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THE TELETYPE TAPE is run through a tape- 
to-card converter to produce tabulating ma- 
chine cards. The information recorded in each 
media; that is, the printed tape, the punched 
tape, and the tabulating cards is identical. 
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Health Premiums 

Premiums paid by an employer for hospital and surgical 
insurance policies under a plan, which covers employes who 
are not covered under a union health and welfare plan, are 
not taxable to the employes but are deductible by the em- 
ployer. 


Corporate Charter Amendments 

Amending a corporation’s charter to increase the redemp- 
tion price of preferred stock to reflect the corporation’s net 
worth, with a resulting decrease in the value of its common 
stock, will not, of itself, result in a taxable exchange of 
stock. 


Carryback Adjustments 

IRS has issued instructions, in Rev. Rule 56-668, for de- 
termining interest in connection with tentative carryback ad- 
justments under the 1954 code. 


Welfare Budget 

The Department of Health, Education and Welfare has 
requested more than $3 million for fiscal 1958 to finance 
expanded welfare programs. More than half the funds: in 
the department's requests are earmarked for grants to the 
states under the Social Security Act. 


Reporting Dividends 

According to Rev. Rule 56-567, stockholders must itemize 
dividends received from qualified domestic corporations 
even though they are received through a broker who is the 
record owner of the stock. 


False Advertising 

In the fiscal year ended June 30, 1956, the FTC issued a 
record 150 complaints on deceptive business practices, 
mainly in the form of false or misleading advertising. In 
the last six months of 1956 the FTC has issued more than 90 
other complaints. 


Pension Plan 

An employes’ pension plan will not be considered as 
qualified if funds accumulated on behalf of the employes 
are permitted to be withdrawn prior to retirement. 
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Corporate Taxes 

The Treasury Department announced a record 754,018 
corporate income tax returns were filed for 1954, with con. 
cerns reporting net profits of $20.1 billion, about the same 
as 1953. A gain in deductible expenditures surpassed a rise 
in receipts, so before-tax profits fell $2.5 billion to a total 
of $37.3 billion in 1954. 


An Assistant Salesman 

Assistants hired by a salesman without his employer's 
consent to help him plug the company’s products in the 
field are not employes of the concern for federal employ- 
ment tax or withholding purposes, according to IRS. 


Taxing Corporate Split-ups 

In a corporation split-up, transferring cash to one cor- 
poration to make the value of the assets distributed to it 
correspond to the value of assets distributed to the other 
will not prevent the split-up from being nontaxable if it 
otherwise qualifies. 


Club Charges 


Charges collected by a golf club from members for the 
cleaning and storing of their golf clubs are subject to the 
excise tax on club dues. When the fees go directly to the club 
pro, however, they are not considered payment to the club 
subject to tax. 


Tax Filing Help 

In 1956 IRS assumes it helped 11.8 million taxpayers 
with their returns during the January-April filing period. 
Included in this were 4.8 million telephone inquiries, 5.4 
million persons handled through group tutelage and 1.6 
million through personal aid. In 1955 some 14.7 million 
taxpayers were helped, including 4.7 million by telephone, 
1.4 million by instruction and 8.6 million by personal at- 
tention. 


Changed Accounting Period 

For a short taxable year resulting from a change in its 
accounting period, an employer will be allowed deduction 
for a pro rata part of the cost of past service or supplemental 
credit under an employes’ qualified pension plan. 


Annuity Exemptions 

Employe plans funded by contracts with insurance com- 
panies to provide annuities, life insurance, and health in- 
surance may qualify for exemption with respect to the an- 
nuity portion of such contracts. 


Tax Treatment of Endowment Policies 

Employes are not entitled to deferred tax treatment of 
employer contributions used to purchase individual retire 
ment income endowment policies on behalf of the employe 
participants in a nontrusteed plan. 





Is There a Doctor in the House? N 
IRS has conceded that some entertainment expenses by f 
doctors are deductible, but will decide each claim on an in- 
dividual basis. 
—BEN JAMIN R. MAKELA 
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SURE OF SCORE AT 19th HOLE 


ATLANTA, GA. 


Members of the renowned East Lake Country Club don’t 
look quizzically at their monthly bills and reach for the 
phone. The chits they sign either at the club or downtown at 
the parent Atlanta Athletic Club are photographed in a 
Recordak Microfilmer and mailed out with the bills. 

This all but ends questions about charges—frees the girl 
who used to be glued to the phone for two weeks after bills 
went out. And it cuts costs and speeds up the billing opera- 
tion, too—no need, now, to list dates and describe charges 
on bills. 

This billing short cut is also cutting costs for all types of 
business with charge accounts—retail stores, dairies, oil and 
telephone companies, to name just a few. 
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SAVES BY MICROFILMING CHECKS FOR CHICKS 


CHICAGO, ILL. 


The Forrest Poultry Company saves at least two hours a 
day by microfilming incoming checks from customers. 

This did away with the handwritten check register and a 
5-item description of each check. And it gets checks into the 
bank the same day they are received. 

Proof again that even the simplest transcription jobs are 
costly when compared with Recordak Microfilming. You can 
get a Recordak Microfilmer to match your needs which will 
photograph from 40 to 500 items a minute. 
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Short cuts with Recordak Microfilming 


Latest reports on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 
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TAKES RISK OUT OF CHECK CASHING 


ROCKFORD, ILL. 


A liberal check-cashing policy can boost your business. 
And it needn’t be a risky headache. 

At latest count 25 markets of the Piggly Wiggly Midwest 
chain were using low-cost Recordak Microfilmers to cut red 
tape for customers, and to protect against lost or stolen checks. 

New Recordak ID Microfilmer takes a picture of the check 
casher as well as his check and identification—all for 4¢! 
Low-cost insurance that discourages the most wily “Bad 
Check” artist. This new microfilmer—which sells for $775 or 
rents for $25 per mo.—can be used most profitably by even 
small stores, auto-rental agencies, liquor dealers, colleges, 
plant security and police departments, and others wanting to 
play it safe with low-cost identifications. 











VALUABLE 
FREE BOOKLET 


It will pay you to read 
“Short Cuts that Save 
Millions.”” Shows how 
routines like yours have 
been simplified . . . how 
Recordak Microfilmers 
give you up to 80 pic- 
tures for 1¢. 


Prices quoted subject 
to change without notice 


SRECORDERK 


(Subsidiary of Eastman Kodak Company) 








originator of modern microfilming— 
and its application to business 
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RECORDAK CORPORATION V-2 re 
(Subsidiary of Eastman Kodak Company) e 
415 Madison Avenue, New York 17, N. Y. . 
Please send free copy of ‘Short Cuts that Save Millions.” 2 
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know it is essential that the head of each 
federal agency have competent manage- 
ment staff. We believe it is appropriate 
that the Bureau also provide, within the 
Executive Office of the President, a place 
where agency heads and their manage- 
ment aides can come for guidance on in- 
ternal organization and management prob- 
lems as well as for assistance on matters 
that extend beyond their own agencies. 

Last summer several members of the 
American Institute of Accountants met 
with us to review plans then being devel- 
oped for strengthening the Bureau’s man- 
agement functions. They identified some 
gaps which we hope to remedy. One of 
these is the need for more intensive train- 
ing of government managers. It is our in- 
tention to explore ways of providing 
needed training programs within the Gov- 
ernment as well as to get legislative au- 
thorization, which only a few agencies 
now have, to utilize nongovernmental 
training resources. 

We are also making full use of a spe- 
cial appropriation to the President ob- 
tained by this administration for the first 
time three years ago, for the employment 
of accounting and management firms and 
consultants to investigate and report on 
special management problems. Through 
projects financed by that appropriation 
significant administrative improvements 
have been accomplished, but even more can 
be achieved by teaming up management 
staff of the Bureau of the Budget with 
expert assistance from outside the Govern- 
ment. 

Another important office of the Bureau 
of the Budget handles recommendations 
for legislation which are cleared with all 
the executive departments. This is a very 
interesting and useful part of our activ- 
ities. 

But the budget preparation and review 
is, of course, our major function, and in 
this field, too, the administration has ac- 
complished a great deal. During the past 
four years we have achieved fiscal stability 
and helped to strengthen our whole na- 
tional economy. The budget was balanced 
in the fiscal year 1956, and another bal- 
anced budget is in sight for the current 
fiscal year 1957. 


Exchange Fights 
Stock Sale Levy 


The New York Stock Exchange cate- 
gorized a Treasury Department tax pro- 
posal as an ‘‘unjustified and unnecessary 
additional burden on the investing public.” 
The statement filed by NYSE was in rela- 
tion to a proposal to a Treasury proposal 
to place a stamp tax of five cents for each 
$100 of the “‘actual value” of stocks sold 
on exchanges or over the counter. Accord- 
ing to G. Keith Funston, president of the 
Exchange, the proposal would cost invest- 
ors between $11 million and $17.5 million 
in a year if written into law. 
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SOUTHERN 
CONFERENCE 


MIDWESTERN 
REGIONAL 





PROGRAM 


MARCH 31 


p.m. Reception 


eve. Buffet supper and entertainment 


APRIL 1 


am. Subject: Market and Sales Planning 


Speaker: H. Wynn Bussmann, director of Public Relations, 
B C Division, A. C. Nielsen Co., Chicago, III. 


Subject: Compensating Middle and Top Management 
Speaker: Forrest Wallace, McKinsey & Company, Chicago, 
Ill. 


luncheon Speaker: To be announced 


p.m. Sxbject: Current Problems in Labor Relations 


Speaker: Carroll Dougherty, School of Commerce, North- 
western University, Chicago, III. 


Subject: Management vs. Shareholders 


Speaker: James E. Day, president, Midwest Stock Exchange, 
Chicago, III. 


banquet Speaker: Tom Collins, vice president, City National Bank, 
Kansas City 


APRIL 2 


am. Subject: Management Planning and Control—A Case His- 
tory. Company—Bell & Howell Company, Chicago, 
Ill. 


luncheon Speaker: H. Roe Bartle, Mayor of Kansas City, Mo. 


Also special events for the ladies 


HOTEL MUEHLEBACH 





Sponsored by the Kansas City Control of 
CONTROLLERS INSTITUTE OF AMERICA 
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Here 1s office evolution the Friden Street way — 
automatization that’s practical (and affordable) right now, 
in your office. It’s accomplished with IDP punched tape. 
Today even small and medium-size businesses are adopting 
this astonishing “no hands” technique. It simplifies 
complex routines. It eliminates human errors. It reduces 
time costs hugely. IDP is Integrated Data Processing. 
It is one automatic Friden office machine talking to another 
...and another and another...in a code language 
common to them all... from data origination and 
interpretation to final filing. Friden is the leader in this 
evolutionary era of office efficiency because Friden creates 
the Tape-Talk machines that make possible the new 
automated systems. Installed one at a time or progressively, CONTROLS 


each machine quickly pays for itself. ester, N.Y., SUBS 
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the 10-key adding and listing machine with tape 

mechanism. A key IDP unit, the Add-Punch 
Syms ole Taleial-1e im <1 ol-m 200i mm ol alan elal:melame-lereliar=maar-Leiallal— 
The punched tape can be interpreted by other 
srly-equipped machines. Typical Add-Punch func 
nclude recording of retail sales, sales audit, produc 
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FripEN TAPE-TALK machines described 
briefly here are representative of many 
more units which can be integrated for 
specialized data processing. Whatever 
your problem, ask Friden! 

Typical job routines Friden Tape-Talk 
machines process automatically include: 
Invoices, sales orders, shipment mani- 
fests, inspection reports, time cards, 
package tags and tickets. 

To see for yourself how Friden IDP 
works—beginning with the famed Friden 
Calculator and Adding Machine—call 
your nearby Friden agency or write 
FRIDEN CALCULATING MACHINE Co., 
Inc., San Leandro, California... sales, 
instruction and service throughout the 


U.S. and world. 


abies even small and Medium-size businesses to 

€ their accounting automatic. Whatever is typed on 

xOwriter— an invoice, for example —is also repro- 
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at nearest IDP center. Flexowriter tape can also 

1 to actuate address plate embossing machines, 
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' Flexowriters. 


...is the essential programmer in many IDP systems. 
Operating alone or in combination with other automatic 
machines, this famed Calculator performs more steps 
in figure-work without operator decisions than any other 
calculating machine ever developed. 


is an IDP machine combining automat 
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machines to transfer data to punched cards or 
ing records; or data may be sent by wire to other « 
The Friden Computyper is widely used to systen 
ing, inventory, cost analysis, sales distributior 
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... has 10-key patented keyboard, Visible Check window 
for accuracy. Models available with or without automatic 
step-over of multiplicand. Specialized extensions and 
adaptations of the Friden Adding Machine actuate tape. 


© Friden Calculating Machine Co., Inc. 











How Much Do Employers Contribute 


to Private Pension Plans? 


Just how much money are employers 
actually contributing in cash to private 
pension funds? 


ECAUSE OF CONFLICTING REPORTS, 
B Charles D. Spencer, editor of the Em- 
ploye Benefit Plan Review and the EBPR 
Research Reports, Chicago, who has been 
collecting and analyzing such facts for 
over 10 years, was asked that question. 

Total employer contributions to pen- 
sion plans in 1955 were somewhere be- 
tween $3 billion and $4 billion, Mr. 
Spencer estimates. That is a wide gap, but 
there are few conclusive figures. Over-all 
totals are generally based on estimates. 
The Internal Revenue Service reports 
show there were about 24,500 private 
retirement plans qualified for tax exemp- 
tion as of September 30, 1956. From 30% 
to 40% of the total are profit-sharing re- 
tirement plans or stock bonus plans, but 
for the over-all purpose of determining 
contributions to pension plans, those plans 
are taken into account. Most of the devel- 
opment in private plans on a numerical 
basis has occurred since January 1, 1940, 
as only 549 plans were in effect at that 


time. Furthermore, since 4,740 of the 
24,500 plans were qualified in the 12- 
month period ending September 30, 1956, 
it is difficult to keep up on current figures. 

It is misleading to apply averages, since 
a number of the 24,500 plans are those of 
small companies where the contributions 
may only run a few thousand dollars a 
year. In contrast, a report just compiled by 
Mr. Spencer's staff showed the contribu- 
tions of only 12 firms totaled $586,853,- 
367 in 1955, or an average of $48,904,- 
454 per firm. These firms are: 

Bethlehem Steel Corp., $24,712,459; 
Chrysler Corporation, $21,240,318; E. I. 
du Pont de Nemours & Co., $36 million; 
Ford Motor Co., $54 million; General 
Electric Co., $43,611,000; General Motors 
Corp., $103,766,438; New York Tele- 
phone Co., $22,771,117; Pacific Tele- 
phone & Telegraph Co., $21,025,843; 
Republic Steel Corp., $22,801,404 ; Stand- 
ard Oil Co., N. J., $102,701,000; U. S. 
Steel Corp., $108,617,080; and Westing- 
house Electric Corp., $25,106,788. 

Unfortunately, it is not possible to get 
a complete list on a by name basis, but the 
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HIDDEN PROFITS 
tn Your Ginms Insurance! 


e Insurance has become so complicated that many cor- 
porations are finding it advisable to have outside audits 
made of their insurance. Such an audit, made by a con- 
cern not trying to sell insurance, but rather offering a 
comprehensive study of your clients’ coverage, should 


result in substantial savings. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 
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701 firms shown by name in the Spencer 
firm’s study contributed a total of $1,677,- 
269,365 to a total of 932 plans (some 
companies have more than one) in 1955 
or during the last year in which figures 
are available. The average annual con- 
tribution of these firms was $2,392,682. 
This includes both self-funded and in- 
sured plans and is an “adding machine” 
total. 

The Internal Revenue Service figures on 
itemized income tax deductions are the 
best guide although there is a considerable 
time lag in releasing such data. The latest 
available figures released in 1955 cover 
deductions by corporations in income tax 
returns for 1952. In that year $2,538, 
428,000 was contributed to pension plans 
by corporate employers. However, the 
854 companies with $100 million or more 
in assets contributed a total of $1,488,- 
838,000 in 1952 or 58.6% of the total 
for all corporations (615,698 tax returns). 
This is an average of $1,744,541 for each 
of the 854 large companies. 

The Securities and Exchange Commis- 
sion estimates employer expenditures for 
self-funded plan pensions totaled $1,599 
million in 1954. The Institute of Life In- 
surance reported employer and employe 
contributions of $1,325 million to in- 
sured pension plans in 1954, which raises 
the total to $2,924 million. 

The Institute released a 1955 total on 
insured plan contributions of $1,415 mil- 
lion. However, the Securities and Ex- 
change Commission has not estimated 
1955 totals as yet. 

The U. S. Department of Commerce 
combines employer pension and health 
and welfare contributions in its report. It 
estimates expenditure for both types of 
benefits by all employers totaled $5,329 
million in 1955. The relationship between 
pension and health and welfare plan ex- 
penditures varies. The 1952 Internal Rev- 
enue Service income tax deduction reports 
showed deductions of $627,675,000 for 
health and welfare plan contributions or 
20% of the $3,166,103,000 pension and 
health and welfare total. The U. S. Cham- 
ber of Commerce estimates that 1,000 em- 
ployers reporting in its survey contributed 
an average of 5.1% of payroll for pen- 
sions in 1955 and 2.1% of payroll for 
health and welfare benefits in 1955 or a 
total of 7.2¢ per hour. This indicates 
health and welfare expenditures are ap- 
proximately 30% of the total pension and 
health and welfare expenditures. If it 1s 
assumed that 70% of the total is contrib- 
uted for pensions, applying that to the 


THE CONTROLLER * FEBRUARY, 1957 





ES: 
shows 
pensic 
repres 
sion t 
Bet 
have | 
make: 
tribut 
split 
costs. 
intere 
than 
laws. 
fits oO 
exam] 
30 ye 
fundi 
bad 
since 
to ma 
long 
does } 
subse 
in be 
thoug 
tribut 
unifo: 
study 
variat 
tribut 
$48,8 
1953 
that 1 
benef 
factot 
Th 
figure 
rent s 
and u 
For « 
Comfy 
for tl 
but t 
from 
low o 
In 
port : 
bility 
stanti 
this | 
the te 
of th 
that ¢ 
ica sk 
of $1 
tribut 
contr: 
ice lic 
contis 
firms 
conti 
serve 
they 
tions 
poses 
cover 
are ii 
woul 
termi 
noted 


THE 





cer 
17. 
me 
55 


ble 


aS tS eS. Cc. FF 








U. S. Department of Commerce totals 
shows a $3,730,300,000 contribution for 
pensions in 1955, or if 80% of the total 
represents pension contributions, the pen- 
sion total would be $4,263,200,000. 

Benefits payable under pension plans 
have been increased in recent years, which 
makes comparisons difficult. Also con- 
tributions of the large firms are generally 
split between current and past service 
costs. The past service liability including 
interest generally can’t be paid off in less 
than 1114 years under current income tax 
laws. Many firms fund past service bene- 
fits over a 20- and 30-year period. For 
example, most of the automobile firms use 
30 years. However, in a good year the 
funding may be accelerated. Likewise, in 
bad years contributions may be reduced 
since under the tax law it is not necessary 
to make a contribution each year, just as 
long as the attained unfunded liability 
does not exceed the original liability plus 
subsequent increases because of revisions 
in benefits, Mr. Spencer explained. “Al- 
though most of the larger companies’ con- 
tributions in recent years tend to be fairly 
uniform,” Mr. Spencer explained, “our 
study shows there may be considerable 
variations.” For example, du Pont con- 
tributed $36 million to its plan in 1955; 
$48,800,000 in 1954; $37,500,000 in 
1953 and $23 million in 1952. Some of 
that variation may represent revisions in 
benefits, while some reflects an arbitrary 
factor in regard to funding. 

This arbitrary factor is indicated where 
figures are available covering both cur- 
rent service and past service contributions 
and unfunded past service liability figures. 
For example, Firestone Tire & Rubber 
Company’s current service contributions 
for the last four years are fairly constant 
but the past service contribution varied 
from a high of $3,950,000 in 1953 to a 
low of $922,848 in 1955. 

In regard to the figures in his staff's re- 
port showing the unpaid past service lia- 
bility which in many cases represent sub- 
stantial sums, Mr. Spencer explained that 
this liability is generally limited under 
the terms of the plan from the standpoint 
of the employer. For example, a fund like 
that of the Aluminum Company of Amer- 
ica shows an unpaid past service liability 
of $12,041,000 in 1955. Except for con- 
tributions required under a negotiated 
contract, the assumption of ‘the past serv- 
ice liability is contingent on the company’s 
continuance of the plan. Though most 
firms indicate their intention that they will 
continue contributions as needed, they re- 
serve the right to terminate them although 
they cannot recover any previous contribu- 
tions to the fund for all practical pur- 
poses. Technically, an employer may re- 
cover contributions if the fund’s assets 
are in excess of the liabilities, but that 
would not be probable in event of the 
termination of most funds, Mr. Spencer 
noted. 
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A collection of papers presented at the 25th Annual National Confer- 
ence of Controllers Institute of America, New York City, September 30- 
NS ere eee rer re rr $1.00* 


Contents 


“Administering a Program for the Development of People” 
by F. P. Hagaman 


“Insuring Better Use of the Management Potential” 
by Harland N. Cisney 


“Basic Concepts for Establishing an Executive Development Program” 


by C. Wilson Randle 


“Preparing Students for Careers in the Controller's Department” 
by Dr. C. W. Bastable 


“Auditing Results and Costs of Executive Development Programs” 
by Dr. F. F. Bradshaw 


“The Controller and the Personnel Director: a Teamwork Approach” 
by Wilson T. Seney 
‘A Company President Looks at Fringe Benefits” 
by Allen H. Ottman 
“Pensions and Group Insurance” 
by J. Leslie Harper 
“Various Types of Stock Purchase and Profit-Sharing Plans” 
by Paul Brower 
“The Guaranteed Annual Wage” 
by Abraham Gitlow 
“Cost Control and the Guaranteed Annual Wage” 
by G. F. Lamb, Jr. 
“Possible Tax Savings for Executives” 
by C. A. Augat 


“Wage Continuation and Sick Pay Plans: Tax Considerations” 
by E. P. Hyde 





Address orders to 


CONTROLLERS INSTITUTE OF AMERICA 
Two Park Avenue, New York I6, New York 


* Please add city sales tax if order is for New York City delivery 

















World Trade to Reach Record Level in 1957 


Mideast Is Biggest Cause 


MERICA’S export trade will increase by 
A 10 per cent over last year and im- 
ports will gain eight per cent, adding up 
to an all-time high in U. S. foreign trade 
of $32.5 billion. Last year’s total was 
$29.8 billion. Walter H. Diamond, editor 
of the McGraw-Hill American Letter and 
McGraw-Hill international economist, told 
members of the Overseas Automotive 
Club that cold war tension arising from 
the Middle East dilemma and Russian 
satellite upheavals will stimulate and in- 
tensify the buying boom in raw materials 
and in manufactured hard goods every- 
where, including the United States. 

Washington’s decision not to reduce 
the levels of armed forces and a probable 
increase in defense spending mean greater 
U. S. Government purchases of raw ma- 
terials and heavy equipment, Mr. Dia- 
mond said, pointing out that our allies in 
Europe are following suit. 

“The year of 1957 is likely to go down 
in history as one in which the entire world 
trade pattern was thrown completely out 
of kilter because of the blocking of the 
Suez Canal. West European countries will 
suffer great hardships as costs of their 
imported commodities will climb as much 
as 20 per cent. Shipping shortages and 
longer routes around the Cape of Good 
Hope will be the main cause of increased 
prices. In addition, there is little hope of 
quashing the inflationary spiral which 
highlighted the 1956 European business 
scene,’ Mr. Diamond stated. 

He said that Western Europe's all-time 


high of more than $6 billion for U. S. 
imports, which was reached in 1956 de- 
spite credit controls imposed to halt infla- 
tion, will be maintained this year because 
of that area’s dependence on petroleum 
supplies from the Western Hemisphere. 

Shipping shortages and rising prices 
will also cause Western Europe to rely on 
the U. S. and Latin America for manga- 
nese, tin, rubber, jute, hides, meat, vege- 
table oils and other raw materials, while 
Britain, West Germany and Italy will step 
up American imports of synthetic rubber. 
Coal from the U. S. will become vital in 
European industry, and Europe’s steel 
production will be severely handicapped 
because of American shortages. 

Combined reserve losses by England 
and France of $500 million, said Mr. Dia- 
mond, are bound to cause some curtail- 
ment in purchases of U. S. goods, and 
may cause Paris and London to re-impose 
direct trade controls. 

Despite the oil crises, Mr. Diamond 
sees prosperity for certain countries of 
Europe, including Austria, whose stabi- 
lizing boom will continue, and Belgium, 
where heavy demand: for iron and steel, 
metallurgical products ’and coal, plus the 
Congo’s endless wealth will sustain pros- 
perity. 

Denmark also is a hopeful market for 
American and other European exporters in 
1957, because Denmark’s neighbors will 
have to depend more on Danish farm 
products due to shipping shortages and 
longer routes for competitors. French in- 
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dustrial production will see a slowdown 
because of a severe oil shortage. A similar 
situation is in store for Italy. 

Perhaps the brightest industrial outlook 
for 1957 is in West Germany. ‘The 
Deutschemark,” said Mr. Diamond, “‘will 
be one of the most stable currencies on 
the Continent. In fact, Bonn may profit 
from Britain’s troubles and expand ex- 
ports at the latter’s expense. Imports of 
raw materials will be maintained at a high 
mark although there will be some switch 
to substitutes and to closer sources of 
supply. U. S. sales to Germany will re- 
main at recent levels. German exports to 
Africa, Middle East and South America 
will gain substantially. Germany will pick 
up one of Asia’s markets in these areas.” 

Mr. Diamond summarized the outlook 
for other European countries, all of which 
will be more or less affected by Suez Canal 
blocking. He said that there is little doubt 
that the United Kingdom’s industrial out- 
put will be reduced. Import controls will 
be tightened while an intensive export 
drive will be launched in the dollar coun- 
tries. Shipping shortages and import curbs 
overseas will cut auto exports while the 
gold and dollar drain will continue. 

Describing the year’s probable business 
for Latin America, where he dealt in de- 
tail with each separate country, Mr. Dia- 
mond said ‘Latin America will make ex- 
tensive gains in 1957 at the expense of 
Asia. Exchange earnings of the Latin Re- 
publics in 1957 are likely to increase as 
much as $400 million so that purchases 
from the U. S. will rise ten per cent to 
$4.1 billion because of the distorted com- 
modity conditions. 

“For instance, in addition to shipments 
of Venezuelan oil replacing part of Mid- 
dle Eastern supplies, Bolivian tin will sup- 
plant Malayan and Indonesian. Brazil will 
sell more manganese, castor beans and 
vegetable oils to replace traditional Indian 
sources. Argentina and Uruguay will pro- 
vide considerably more hides, beef and 
wool to Europe at expense of Australia 
and New Zealand. These two countries 
also will be unable to furnish traditional 
dairy products to England, which must 
now depend on Denmark and Holland 
more than ever. Cuban sugar exports will 
improve. Mexico will ship more manga- 
nese and other materials.” 

Diamond said that Africa also will reg- 
ister substantial gains this year at Asia’s 
cost. Its resources of uranium, cobalt, 
copper, manganese and other minerals 
will be in greater demand than ever as the 

(Continued on page 80) 
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an easier way to file 


Now available for both the private and 
general offices—the new Pr0-Gile — 
a completely different approach to the 
housing of business records. 

The “rocking shelf” action of the 
compartment requires minimum effort 
and provides maximum accessibility. 
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This booklet 
ANSWERS 


the vital question: 


How much employee 
bond protection 
should your 
company carry? 


Now you can accurately determine 
the minimum amount of employee 
bond protection you ought to have. 
This booklet gives you a tested, 
scientific formula to establish that 
minimum! 

Prepared by the American Insti- 
tute of Accountants and the Surety 
Association of America, this book- 
let is based on a ten-year study of 
employee dishonesty in all lines of 
business. It demonstrates convin- 
cingly, through a table of actual 
losses, the dangers of under-in- 
surance, 

Why guess at the amount you 
need? You can have this authorita- 
tive guide just for the asking from 
the American Surety agent in your 
community. If you don’t know his 
name, write to our Agency Depart- 
ment and we’ll gladly send it to you. 


Protecting American Businesses 
for over 70 years 
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U. S. Government steps up its stockpiling 
program. 

He said that the Middle East will lose 
at least 25 per cent of its annual earnings 
of 1957, or roughly $250 million, if the 
Suez Canal is blocked for six months as 
expected. He expects Japan’s economic 
boom to be maintained and its prosperity 
bolstered by expansion of trade with Com- 
munist China and the Russian block. Ja- 
pan’s exports will total about $2.4 billion 
while imports will reach $2.8 billion, but 
balance of payments will be favorable and 
exchange earnings will rise slightly. The 
yen will be strong. 








“A new American foreign policy, en- 
gendered out of the Middle East debacle 
and uprisings in Eastern Europe, will be 
slanted toward more trade with the Soviet 
satellites to reduce their dependence on 
Moscow,” Mr. Diamond said. ‘Poland's 
exchanges with Russia, for example, 
amount to 65 per cent of her total. After 
this will come increased commerce with 
Red China. This easing of controls on ex. 
ports of nonstrategic goods to the Com. 
munist world could well be the second 
most important trade pattern established 
in 1957 after the distorted commodity 
structure caused by the Suez blocking.” 


Management Conferences on Shipboard Planned for June 1957 


On June 24-28, 1957, the XIth Inter- 
national Management Congress will be 
held in Paris, France, under the auspices 
of the International Committee for Scien- 
tific Management, of which CIPM—the 
Council for International Progress in Man- 
agement—is the American member. 

Of special interest to the Congress dele- 
gates will be addresses by Henry Luce, 
editor-in-chief of Time Incorporated, and 
by Lyndall Urwick, chairman of the Brit- 
ish management consulting firm of Ur- 
wick, Orr & Partners and one of the lead- 
ing management thinkers and authors of 
the world. Management experts from 27 
countries will meet at the Congress to 
exchange ideas on topics of current im- 
portance. From the United States, John 
Diebold of John Diebold & Associates 
will present an international report on the 
latest developments in the field of automa- 
tion, and Malvin Hurni of the General 


Electric Company will report on opera- 
tions research. Executives from Western 
Europe will present papers on the dis. 
semination of top management principles 
and techniques, public administration, the 
role of market research, and several other 
subjects. 

The Council is organizing a tour for 
U.S. delegates attending the Congress. A 
series of shipboard management confer- 
ences has been planned on the SS Flandre, 
leaving New York on June 15. Peter 
Drucker will lead discussions of the Amer- 
ican papers to be presented at the Con- 
gress and of some of the major questions 
that will face American managers in the 
next 20 years. 

Those interested in further information 
on the Congress should get in touch with 
Colonel Philip Garey, vice president in 
Charge of Operations, CIPM, 350 Madi- 
son Avenue, New York 17, N. Y. 
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Looking toward tomorrow is characteristic of these companies. That’s why today you will find automation for 
figures at work in their offices. Hundreds of businesses, large and small, know the cost-cutting, time-saving, 
effort-reducing advantages of Monro-Matic calculating machines. The far-advanced Monro-Matic 
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by storing individual answers, eliminates addition or subtraction of results ° 

for the final answer. Wouldn’t this new speed and efficiency look 
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New Foundation Appointments 


Leon C. Guest, 
Jr. has accepted 
appointment as a 
trustee of Con- 
trollership Foun- 
dation, research 
arm of Control- 
lers Institute, 
and Stuart W. 
McLaughlin has 
been elected 
treasurer of the 
Foundation. Mr. 
Guest is controller of Sylvania Electric 
Products Inc., New York. Mr. McLaugh- 
* lin is comptroller of West Virginia Pulp 
and Paper Company, New York. Mr. Mc- 
Laughlin is also 
serving as treas- 
urer of the In- 
stitute and a na- 
tional director as 
well as regional 
vice president. 
These appoint- 
ments followed 
the resignation, 
as trustee and 
treasurer of the 
Foundation, of 
J. Howard 
White, who has recently retired as finan- 
cial vice president of Shell Oil Company, 
New York. Both Mr. Guest’s and Mr. 
McLaughlin’s present terms cover the 
remainder of the fiscal year, ending Au- 
gust 31, 1957. 





MR. GUEST 


a.mn 
MR. McLAUGHLIN 


Working Mothers Add to 
Labor Force 


The number of women over 35 who 
are leaving the home to take jobs in stores, 
offices and factories is increasing. If 


women ae 3 taking jobs at the rate they | 


have been for the last five years, some 17 
million women between the ages of 35 
and 64 will be working by 1975. The 
Census Bureau, source for this informa- 
tion, estimates that in the age group of 45 
to 54 some 7.2 million married, widowed, 
or divorced women will be serving in busi- 
ness and industry 20 years from now if 
the recent growth rates continue. 

A number of factors have caused the 
creation of job opportunities for these 
women. On the personal side, the women 
find that the family has grown and their 
responsibilities inside the home are less 
demanding. At the same time, the number 
of younger people available to take jobs 
is being reduced as younger men are 
spending more years in school and college 
and younger women are marrying at an 
earlier age. At the same time, partly be- 
cause of improved Social Security provi- 
sions and pensions, men over 65 have 
increasingly sought retirement. 
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is this the 
perfect 
Systems 


perfect? 


Perfect is a strong word but those who are using this new 
duplicator will give you some convincing reasons for describing 
it that way... 


Positive Cleanliness—Here’s an 
exclusive advantage of the patented 
Azograph process. No smudge, 
stain or smear on the operator's 
hands, clothes or on the work itself. 
Desks and expensive data process- 
ing equipment stay clean—main- 
tenance costs are kept down. 


Handles Both Azograph and 
Spirit Masters—A. B. Dick master 
units in sizes up to 12 x 14% inches 
are available, plain—form-printed— 
guide-printed—and in multi-part 
sets. Continuous masters in zig- 
zag folded packs and teletypewriter 
rolls also available. 


Sit Down Operation and Foot 
Control—Increased operator com- 
fort results in greater speed and 


Duplicator O 









efficiency. Operating instructions 
are permanently mounted on the 
machine with all controls conven- 
iently located and clearly identified. 
Work tabie space near feed table. 


Systems Engineered Paper Feed 
—New corner paper separators and 
dual roll feed assure positive feed- 
ing of paper or card stock—includ- 
ing collated sets. 


Single Cycle Operation—Elimi- 
nates need for rhythm feeding skill 
when hand feeding is necessary. 
Selector lever permits continuous 
operation for automatic feeding. 


Blockout Slot—Conveniently lo- 
cated above master clamp. 
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e Sales Order-Invoice Systems 

e Purchase Order-Receiving 
Systems 

e Engineering Paper Work 

e Production Orders 

e Personnel Record Systems 

-e Time Payment Systems 

—and many others 
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Mail coupon below for more information. 
Or, if you would like an immediate 
demonstration without obligation phone 
your nearby A. B. Dick Company dis- 
tributor. You will find his name listed 
under Duplicating Machines in the 
classified section of your phone book. 


“AB DICK 


AZOGRAPH ¢ SPIRIT PROCESS ¢ MIMEOGRAPH ¢ OFFSET 


IMPRESSION PAPER ¢ FOLDING MACHINES 














A. B. Dick Company Dept. C-27 
5700 Touhy Avenue « Chicago 31, Illinois 





Please send me more information about the new systems 
engineered A. B. Dick Model 225 Azograph Duplicator 
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WORK, WORKERS, AND WORK MEASUREMENT* 
By Adam Abruzzi 


The principles and procedures for esti- 
mating production rates first presented in 
Dr. Abruzzi’s “Work Measurement” are 
now widely accepted. In the second edi- 
tion of “A Trade Union Analysis of Time 
Study,” for example, William Gomberg 
says, “The Abruzzi technique and analysis 
stands as a major contribution to the intel- 
lectual development of time study.” This 
new book presents a theory of work built 
around the ideas and results developed in 
the earlier book. 

Dr. Abruzzi first looks into work meas- 
urement practices in their classical setting. 
His view is that these practices fail to do 
the job that must be done for the effective 
operation of modern industry. ““The diffi- 
culty here,’”’ he says, ‘‘as in so many prob- 
lems, arises because the estimating func- 
tion is confused with the evaluation 
function.” Because of this, classical prac- 
tices perform neither of these vital func- 
tions well. The result is a ‘‘game’’ between 


* Published by Columbia University Press, 
Box 201, 2960 Broadway, New York 27, 
IN, ¥. $7.50. 





management and labor that can aptly be 
described within the framework of the 
Von Neumann theory of games. 

The rationale of the ‘‘game” is that 
“both management and labor are vitally 
concerned with production [standards } 
and how they are established. The fact 
that {standards} are the product of value 
judgments makes it clear that each party 
has the right to develop its own judgments 
and [standards} if it so chooses.” How- 
ever, with classical practices, the result is 
estimates “‘that are blindly favorable either 
to management or to labor.’’ Describing 
how bargaining games over production 
standards can be improved to the mutual 
advantage of both parties is one of the 
primary objectives of the present book. 

The central part of the book deals pri- 
marily with work measurement proce- 
dures. This part is based on the earlier 
book, but the mode of presentation has 
been greatly changed, with emphasis on 
application and result rather than ‘techni- 
cal detail. The material has been organized 
so as to simplify comparing the classical 








dates. 





Controllers cit 


The position advertised on Page 599 of the December 
issue of “The Controller” is still open to new candi- 


Starting income level $15-17,500. Company provides 
attractive benefits, unusual growth opportunities and 
ideal working relationships. 


We invite your confidential inquiry by letter, resume 
or by calling Frank W. Hastings—KIngsley 6-2300 


BUTTRICK & MEGARY 
(Our 26th Year as Organization Builders) 
Western Saving Fund Building 
Philadelphia 7, Penna. 











procedures with the proposed procedures, 
The sequence of the presentation also has 
been changed so that the proposed theory 
of work measurement evolves easily and 
naturally. 

Dr. Abruzzi also considers the problem 
of ‘the job shop, which is one of the most 
troublesome problems facing practitioners, 
Other problems of application considered 
in the new book include problems arising 
because of the nature of certain operations 
and, even more important, problems aris. 
ing because of the behavioral characteris. 
tics of workers. On this subject Dr, 
Abruzzi’s thesis is that “‘it is impossible to 
write prescriptions for applications that 
will be useful in all work environments, 
It is possible, however, to obtain some 
guidance by examining how key factors 

. can be taken into account in design- 
ing studies.” 

The results of the first two parts of this 
book are brought into focus in the third 
part, in which Dr. Abruzzi presents a new 
theory of work embodying new ideas on 
work fatigue and work skill. This theory 
is based on the view that ‘‘a worker’s be- 
havior is the product of a large network 
of conflicting, complementary, and inter- 
acting purposes generated outside the 
workplace as well as at the workplace. . . . 
This means that the behavior of an indi- 
vidual at the workplace—and out of it, too 
—has an expected, relatively constant com- 
ponent that can be [standardized} and an 
occasional, continually varying component 
which develops in response to the work 
environment.” Dr. Abruzzi shows why 
and how these two aspects of work be- 
havior must be put together in a full theory 
of work, for, as he puts it, work ‘‘must 
always include a nonstandardized compo- 
nent in order to handle special situations” 
—situations that must be handled by hu- 
man skills rather than by mechanical rote. 

In the closing chapter Dr. Abruzzi 
shows how his theory 1s verified by what 
happens in an automatic factory. In the 
automatic factory the standardized and 
rote work component will be performed 
by mechanical workers, with the non- 
standardized and skill-demanding compo- 
nent reserved for human workers. Thus it 
is that ‘‘automation makes a clean break 
with production codes,” requiring in the 
process a new theory of work such as the 
theory presented in the book. 


1956 MANUAL OF 
EXCELLENT MANAGEMENTS* 


The latest edition of the American In- 
stitute of Management’s appraisal of var- 
ious American business organizations. 
Over 400 companies are listed as being 
excellently managed. A full-scale manage- 
ment audit of the Aluminum Company of 
America is also presented. 


* Published by the American Institute of 


Management, 125 East 38th Street, New York 
16, N.Y 320100: 
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INTEGRATED STUDIES ON ELECTRONICS 


Swamped by all the material on electronics ? 


Need information on specific applications ? 


Want experiences of other companies ? 


If your answer to any of these questions 
is affirmative, this series of studies on 


ELECTRONICS 
IN BUSINESS 


will help you. 





CONTROLLERSHIP 
FOUNDATION, INC. 


Research Arm of 
Controllers Institute 


Two Park Avenue 
New York 16, N. Y. 


Orders from nonmembers outside continental U.S. and Canada must be accompanied by remittance. 





APPRAISING THE ECONOMICS OF ELECTRONIC COMPUTERS 

Every member of the management team needs a point of view and 
an approach that will be helpful in: (1) deciding whether a thor- 
ough study should be made; (2) organizing the computer feasibility 
team; (3) selecting areas for specific study; (4) determining equip- 
ment requirements and projecting costs; (5) installing the computer. 
Clothbound, 106 pages $4.00 

($3.20 to members of Controllers Institute of America) 


A CASE STUDY IN PLANNING FOR ELECTRONICS 

A thorough and step-by-step account of one corporation’s planning, 
investigation and preparation for EDP. Special sections of the study 
cover: early phases of electronics research; planning future electronics 
research; organizing and staffing for electronics research; and con- 
verting to electronic accounting. Executives will find that the prin- 
ciples outlined here can be applied to any corporation. 

Paperbound, 121 pages $4.00 

($3.00 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: A DESCRIPTIVE REFERENCE GUIDE 
Over 300 annotated entries covering material on electronic machines 
published through May 31, 1955. Also, sections describing installa- 
tions of electronic computer systems, commercial digital computer 
centers, actual business installations of electronic computer systems, 
and a list of 1955-1956 seminars, conferences and courses. 

Paperbound, 176 pages $2.00 

($1.50 to members of Controllers Institute of America) 


ELECTRONICS IN BUSINESS: SUPPLEMENT NO. 1 

More than 250 annotated entries covering material on electronic 
machines published from June 1 to December 31, 1955. Use of this 
supplement, together with the basic source book, will give executives 
complete information for finding answers to specific problems. 


Paperbound, 130 pages $3.00 
($2.00 to members of Controllers Institute of America) 


BUSINESS ELECTRONICS REFERENCE GUIDE: VOLUME III 
Authoritative and up-to-date information on: computer installations 
and applications; data-processing systems; conferences, seminars, 
training programs; and listings of visual presentations available. 
Also, descriptive listings of all worthwhile literature published be- 
tween January 1, 1956 and July 15, 1956. 

Paperbound, 208 pages $6.00 

($5.00 to members of Controllers Institute of America) 








The annual reports of American cor- 
porations are more informative and com- 
plete than ever before according to the 
10th edition of “Accounting Trends and 
Techniques,” published by the American 
Institute of Accountants. This annual sur- 
vey, conducted by the national organiza- 
tion of certified public accountants, ana- 
lyses the reports of 600 typical industrial 
corporations. Some of the highlights of 
the survey are: 

All but two of the 600 companies 
studied presented complete sets of balance 
sheets, income statements and surplus 
statements. 

Only 59 of the 600 companies failed to 
present footnotes to the financial state- 
ments which explained items on the state- 
ments or added significant data. 

For the period 1946 through 1955 
there has been a steady increase in the use 
of the combined income and retained 
earnings statement, and a corresponding 
decrease in the use of a separate statement 
of income. 

Seventy-eight per cent of the companies 
presented their 1955 financial statements 
with statements of previous years to per- 
mit comparison. In 1946 only 41 per cent 
presented statements in comparative form. 

Pension and retirement plans were dis- 
closed by 65 per cent of the companies, 
with 13 companies disclosing the adop- 
tion of new plans in 1955. There was a 
27 per cent increase in the number of 
companies mentioning employe stock op- 
tion plans. 





Annual Reports Surveyed 





A total of 1770 corporations and financial institutions 
were honored by Financial World for producing readable 
and informative reports for 1955 and early 1956 fiscal years. 
Some 5000 reports were judged before the 1770 were 
selected. Now in its 16th year of awards, the national weekly 
magazine has given awards to 478 companies for ten or more 


consecutive years. 





Cash dividends were declared by 97 
per cent of the companies in 1955. This 
compares with 93 per cent in 1954. 

A number of companies retired their 
preferred stock, resulting in a 14 per cent 
increase over 1954 in the number of com- 
panies with only common stock outstand- 
ing. 

The traditional title “Profit and Loss 
Statement” has almost disappeared, being 
used by only 10 per cent of the companies 
in 1955. Titles such as “Income State- 
ment,” ‘Statement of Earnings” or simi- 
lar designations are now more popular. 
The term “Balance Sheet,” while still the 
most common, has lost ground to such ex- 
pressions as ‘Statement of Financial Posi- 
tion” or ‘Statement of Financial Condi- 
tion.” 

Over half of the companies have 
dropped the term “Earned Surplus” in 
favor of some variation of ‘Retained 
Earnings.” In 1948 only 17 per cent had 
abandoned the old term. 

The 299-page, “Accounting Trends and 
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Techniques,” which surveyed reports for 
the calendar year 1955 or for fiscal years 
ending in 1955, is available from the 
American Institute of Accountants, 270 
Madison Avenue, New York 16, N. Y,, 
at $15.00, paperbound. It includes more 
than 100 comparative tables and hundreds 
of examples of current accounting prac- 
tices and trends. For the first time, recent 
accounting research bulletins are included 
in an appendix. 


“Market Basket” Forms 
Consumer Price Index 


The Consumer Price Index, which had 
its first great use during World War II 
in labor-management contracts to measure 
cost of living, appears to be gaining in 
importance. The basis of the index is a 
“market basket” of thousands of items 
ranging from pork chops to appendec- 
tomies. 

The Bureau of Labor Statistics made up 
the market basket by a nation-wide door- 
bell survey of the 1950 expenditures of 
city consumers said to be representative 
of all such consumers. The information 
thus obtained from about 8000 wage earn- 
ers’ and clerical workers’ families was 
analyzed and averaged to determine: The 
kinds of goods and services bought; the 
quantities bought and the amount spent 
for each article; the quality of each article 
bought. 

It would be unnecessary and impossible 
to price every item every month, so BLS 
selected a representative list of about 300 
items for regular pricing. For example, 
BLS prices four kinds of canned fruit and 
any change in the price of these items rep- 
resents the price movement of all kinds of 
canned fruit. 

The index does not tell any family what 
its cost of living is. It does give the mod- 
erate income city family some idea of how 
much more, or less, it costs to live this 
month than it did last month or last yeat. 
To consider the index a true cost of living 
yardstick it is necessary that the family 
bought about the same quantity and qual- 
ity of goods and services. 
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(Continued from page 65) 


decision. Used as a guide in accepting this 
type of “plus” business, the total contri- 
bution is easily calculated. A word of cau- 
tion here, however, because this type of 
pricing can lead to difficulties in maintain- 
ing the price-cost relationship for the 
backbone of the business. This course of 
action needs to be controlled lest we find 
the tail wagging the dog with profit de- 
terioration. 


TARGETS 

One of the interesting replies to the 
questionnaire revealed that because of di- 
rect costing in one company, more effec- 
tive profit planning and control was being 
achieved by the sales divisions. Each prod- 
uct line manager is given a target of vari- 
able gross margin expressed in profit dol- 
lars and in percentage of sales dollars. 
Weekly reports are prepared comparing 
actual with target for incoming orders 
and billings. Graphs are prepared show- 
ing weekly and monthly progress in meet- 
ing targets. These graphs: 


1. Show how profit targets are being 
met; 

2. Show future profits that will be gen- 
erated by the incoming orders; 

3. Provide a check on pricing of incom- 
ing orders; and 

4, Measure accuracy of forecasting. 


These then are the arguments for direct 
costing: 


1. Makes possible more meaningful 
profit and loss statements for man- 
agement by relating profits to sales. 

2. Emphasizes cost-volume-profit rela- 
tionships. 

3. Profit motivation through highlight- 
ing of relative profitability of prod- 
ucts, customers, and territories. 

4. Stimulus to better control of ex- 
pense. 

5. Ease in computing profitability of 
contemplated action. 


Today’s controller’s primary interest is 
in management problems, rather than in 
the issuance of financial statements. It is 
difficult to conceive that the acceptance of 
a new technique which so definitely ad- 
vances and clarifies the reporting job 
should be delayed by arguments based 
largely on what has been done in the past 
and on opinions of the American Institute 
of Accountants and the Internal Revenue 
Service, especially since history has shown 
that these groups are flexible and eventu- 
ally approve changes leading to economic 
improvement. Actually, eight of the com- 
panies answering my questionnaire are suc- 
cessfully reporting their taxes on the direct 
costing basis. In the meantime, here is a 
tool for internal use which can be made 
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An Evaluation of Direct Costing 


to meet the objections of the AIA and 
the Government by a simple calculation, 
reinstating period cost to inventory when 
issuing formal reports to stockholders or 
tax reports to the Government. 


GROWTH OF THIS TECHNIQUE 

Proponents of direct costing are not ad- 
verse to hearing the objections of those 
who are reluctant to make the change. 
These arguments are stimuli leading to 
improvement and refinement of proce- 
dures, which, in turn, increase the desira- 
bility of adopting this tool. The many 
companies who have pioneered in its de- 
velopment have, in general, opened their 
doors in willingness to pass on to those 
interested the benefit of their experience. 
Surely, the growth of this technique in the 
past five years should in itself persuade in- 
dustry to do a thorough job of investiga- 
tion before deciding that the benefits are 
not worth the effort. Speaking of effort, it 
is amazing how smoothly the transition 
from absorption costing can be made. 

The Armstrong Cork Company has an- 
nual sales of approximately $250 million, 
employs 15,000 people, and has 18 manu- 
facturing plants. It supplies 350 different 
commodity groups to three major markets, 
building materials and flooring products, 
industrial specialties and packaging. Many 
of these commodities share the same fa- 
cilities, particularly in the primary opera- 
tions. There is considerable interdivisional 
and intracompany trading. Certainly, our 
transition to direct costing from absorp- 
tion costing was a complicated one. It was 
preceded by staff analysis of the require- 
ments, a careful rewriting of the account- 
ing manual, and a formal presentation to 
the executive offices of the proposed 
change. 

After approval, we called a general con- 
ference of all plant controllers in June for 
a one-day discussion of the theory and its 
general implementation. The plant con- 
trollers then broke up into four groups 
representing units with more or less com- 
mon problems. Under staff direction, these 
groups set up specific programs for build- 
ing standards and budgets under direct 
costing for the following year. 

This approach made it possible for us 
to be in full operation in January. Each di- 
vision controller made a special personal 
presentation of the first month’s report to 
the division manager and his staff, point- 
ing out and explaining the significance of 
the changes which had been made. Need- 
less to say, the reception of the new re- 
ports was enthusiastic from the start, and, 
as a result of direct costing, we have ex- 
perienced a growing appreciation of the 
value of the accountant on the part of 
management. 











American Appraisals 
eliminate ‘‘Ghosts” in 


property accounts 


An American Appraisal original cost 
study and check of physical assets 
often reveal items of property dis- 
posed of, but not eliminated from 
property records — affecting costs, 
profits and taxes. 


The 
AMERICAN 
APPRAISAL 


Company 
leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 
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The nation is not headed for another 
round of inflationary price increases, ac- 
cording to a New York University econ- 
omist. 

* * * 

Professor Jules Backman of NYU's 
School of Commerce, Accounts, and Fi- 
nance says that recent price rises do not 
portend a new inflationary spiral. ‘The 
forces which made for earlier periods of 
inflation,” he explains, “are no longer op- 
erative in the economy.” 

Writing in the January issue of Chal- 
lenge, publication of the University’s In- 


Economist Analyzes Price Rises 


stitute of Economic Affairs, Dr. Backman 
points out that during World War II and 
the postwar years price rises were caused 
by large federal government budgetary 
deficits, the accompanying tremendous ex- 
pansion in bank credit, and the shortage 
of goods. 

“What is the situation today?’ the 
economist asks. 

“The federal government cash budget 
during the 1955-56 fiscal year had a sur- 
plus of close to $5 billion. During the 
current fiscal year the cash budget also 
will be in the black. This is the reverse of 
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If you are seriously thinking 
about installing punched-card 
equipment to get the speed and 
economy of automatic methods 
in your office, here’s a way to 
save time, trouble and money. 

Before you make any major 
investment, let STATISTICAL help 
you “‘guinea-pig’’ the proposed 
operations. Working with a 
“pilot”? set-up of your contem- 
plated installation, we can 
quickly help you arrive at the 
most practical answer for your 
needs. A preliminary exploration 
can serve to (1) confirm your 


sic 





initial thinking so you can pro- 
ceed with the installation; (2) 
prove that the work can be han- 
dled more economically through 
STATISTICAL; or (3) show that 
the job should be done manually. 

Remember, it’s easier and 
cheaper to discontinue an out- 
side service than to scrap your 
own installation. 

That’s why it’s a sound invest- 
ment to talk it over with sTATIS- 
TICAL and get a factual appraisal 
of anticipated costs. Just phone 
our nearest office. 


STATISTICAL TABULATING CORPORATION 


Established 1933 * Michael R. Notaro, President 


NEW YORK 
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the situation that prevailed during World 
War II. In fact, the federal budget is now 
deflationary, not inflationary.” 

‘And what has been happening to bank 
credit and money supply?” 

“From August 1955 to August 1956, 
demand deposits—the main source of 
money supply—increased less than one 
per cent. There was only a nominal rise 
in currency in circulation, less than the 
long-term rate of growth of three per cent 
in the economy. Clearly, new money sup- 
ply has not contributed to an inflationary 
impetus during the latest period of price 
rises. 

Bank loans to finance inventories and 
business expansion, Dr. Backman ex- 
plains, have risen sharply. The banks, he 
adds, obtained most of these loan funds 
by selling their investments, particularly 
government bonds. 

“The result was that on balance there 
was only a small rise in money supply. 
This again was the reverse of the World 
War II inflationary situation. 

“But while total deposits have shown 
little change, they have been used more 
frequently, reflecting the great increase in 
the number of loans. One indication of 
the increase is the eight per cent rise in 
the volume of checks drawn.” 

The Federal Reserve System, the NYU 
professor points out, has been watching 
the credit situation closely and has acted 
to make credit more costly as the demand 
has risen. 

“The Federal Reserve System,” he 
states, “has indicated its firm intention to 
combat an inflationary expansion in credit. 
Should a sharp rise in prices appear im- 
minent, it seems certain that the Federal 
Reserve System will tighten the credit 
screw still further. It has underlined this 
intention by sticking to its guns in an 
election year. 

“It appears, therefore, that the funda- 
mental sources of inflation—unbalanced 
federal budgets and large-scale increases 
in money supply—are not present in our 
economy today. Currently, these forces are 
either neutral or deflationary. They have 
provided no impetus to the rise in prices 
which has taken place in the past year and 
a half.” 

Dr. Backman attributes recent ‘‘mod- 
est’’ price rises to “the pressures gener- 
ated by a boom and by labor cost increases 
in excess of the gains in productivity.” 
Rather than lead to inflation, he says, these 
rises may price labor and other resources 
“out of the market’ and thus lead to some 
unemployment. 

The NYU professor adds that “there 
is little likelihood of a major upwatd 
movement in farm prices in the neat 
future.” 
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New York Cily stow) 


Members of the Advisory Panel of 
the National Committee on Education 
of Controllers Institute met in New 
York in mid-December to review the 
Committee’s program and develop plans 
for furthering the Institute’s educa- 
tional activity. The Committee learned 
that the initial acceptance of the career 
booklet, ‘Moving Up in Business—A 
Look at Managerial Accounting” had 
been highly favorable. Approximately 
10,000 copies have been distributed to 
date to guidance counselors, high school 
principals, deans and professors of col- 
legiate schools of business. Aiding in 
the distribution have been members of 


the Institute’s National Committee on 
Education. A number of corporations 
have purchased quantities of the career 
booklet for distribution to nearby edu- 
cational institutions on the college as 
well as high school levels, and a num- 
ber of local Controls of the Institute 
have likewise arranged for distribution 
of quantities of the booklet. 

Present at the recent meeting (stand- 
ing left to right) were: Howard E. 
Cooper, Professor of Accounting, Johns 
Hopkins University, Baltimore; Gwynne 
James, comptroller, Dominion Engineer- 
ing Works Limited, Montreal; Kenneth 
J. Plant, comptroller, Rensselaer Poly- 
technic Institute, Troy, New York; John 
C. MacMicking, controller, Thompson 
Products Ltd., St. Catharines, Ontario; 
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Philip J. Morgan, comptroller and as- 
sistant treasurer, Continental Screw 
Company, New Bedford, Mass. ; and Paul 
Haase, managing director, CIA. 

Seated (left to right) are John W, 
Gladson, Committee chairman and as. 
sistant controller, Esso Standard Oil 
Company, New York; Arthur H. Wiede- 
man, administrative secretary, National 
Headquarters; Alfred O. Savage, deputy 
comptroller, Standard Oil Co. (N. J.), 
New York, and Ralph H. Smith, con- 
troller, Cleveland Electric Illuminating 
Company, Cleveland. 

The meeting was held in the library 
at Institute Headquarters. The photo- 
graphs in the upper portion of the pic- 
ture are those of past national presidents 
of the Institute. 





Seattle, Wash. (opposite PAGE) 


A joint meeting of the Vancouver 
and Seattle Controls of Controllers In- 
stitute of America was held on Decem- 
ber 14 in Seattle. Fifteen members of 
the Vancouver Control were in attend- 
ance at the dinner which featured an ad- 
dress by R. D. Auerbach, special agent- 
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in-charge, Seattle Office of the Federal 
Bureau of Investigation. Mr. Auerbach 
discussed ‘Current Work and Respon- 
sibilities of the FBI.” 

A general view of those in attendance 
at the dinner at the Washington Ath- 
letic Club, is shown at top of facing 
page. Below is the head table. Left io 
right are: L. H. Nordell, secretary-treas- 


oo, eae FEBRUARY 1957 





90 





urer, Seattle Control; George J. C. Hod- 
son, vice president, Vancouver Control; 
W. D. Brown, vice president, Seattle 
Control; John C. Gilmer, president, 
Vancouver Control; N. E. Boyce, prest- 
dent, Seattle Control; Mr. Auerbach, 
speaker; W. J. Pennington, vice presi- 
dent, Seattle Control; Jack Wilcox, sec- 
retary-treasurer, Northwest Bostitch 
Company (former special agent-in-charge, 
Seattle Office of the Federal Bureau of In- 
vestigation) ; and Charles M. Humphrys, 
secretary-treasurer, Vancouver Control. 
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Indianapolis, Ind. ower RIGHT) 


Past presidents of the Indianapolis 
Control of Controllers Institute of 
America were honored at a dinner meet- 
ing on December 13 at which all but 
three of the Control’s past presidents 
were in attendance. E. M. Karrmann, 
treasurer and controller, American 
United Life Insurance Company, and a 
national director of Controllers Insti- 
tute was toastmaster. Mr. Karrmann was 
the first president of the Indianapolis 
Control. 

(Seated left to right): Howard Loh- 
mann, Charles Hittle, Mr. Karrmann, 
Russell Showalter, and Bernard Schae- 
fer. (Standing left to right): Edward 
Dowd, O. J. Norris, Dale Hodges, 
Charles Keough, Charles Israel, Victor 
Seiter, Fred Hadley, Kurt Mahrdt, Greg- 
ory Layne, and Robert Alerding, current 22 7p cp fe an  PERDIIADY 10K7 
president of the Control. FEBRUARY_1957 
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(Continued from page 62) 


objective rates of return on sales, which 
in turn can be analyzed by gross profit 
percentage and various expense percent- 
ages as called for by the system in use. 
This information may furnish a basis 
for corrective measures on product lines 
where the return on sales is insufficient, 
after applying the relevant turnover rate, 
to produce a rate of return on assets used 
equal to the objective. To suggest the sort 
of things that may be wrong with a prod- 
uct line is to bring to mind possibilities 
for correction. Some of these things are: 


1. Overdesign, and consequent high 
product cost ; 

2. Obsolete design relative to competi- 
tive products, hampering sales possibil- 
1t1es ; 

3. High cost due to relatively inefficient 
production methods, or uneconomical 
equipment c 

4. Insufficient market penetration due 
to lack of aggressive sales promotion, or 
sales effort, or advertising; 

5. Too high a price, driving some cus- 
tomers toward competitive articles ; or 

6. Too low a price relative to competi- 
tive conditions, penalizing sales proceeds. 


Real profit-planning by product lines is 
of particular importance when economic 
conditions are difficult. It then becomes 
more essential than ever to concentrate 
engineering and sales promotion efforts 
on those items in the line offering the best 
prospects for quick improvement of the 
profit position. For this purpose it is vi- 
tally necessary to consider product line 
profit objectives. 


Setting Earnings Standards for Decentralized Operations 


Capital Expenditure Program for Fa- 
cility Changes. The profit-planning pro- 
cedures may reveal opportunities for 
improvements in profit through capital ex- 
penditures. This may be through a change 
in equipment to get better costs, or the 
change in equipment may be needed be- 
cause of a change in design to make the 
product more saleable, or to manufacture 
it more economically. Other projects for 
equipment changes may arise in the natu- 
ral course of plant engineering activities 
connected with maintenance and/or re- 
placement programs. Or it may be that it 
will be deemed advantageous to enlarge 
the scope of plant manufacture by equip- 
ping to produce certain components pre- 
viously purchased. 

In any case whether the proposed ex- 
penditure is sound or not is determined 
by how much is expected to be added to 
the asset base on which a return must be 
earned, and how much of a return poten- 
tial in added profits the proposal offers. 
Determination of the latter point is a 
matter of decision costing, or measuring 
aggregate costs if a company does, or 
does not, make the decision and taking 
the difference between them as the effect 
on profits. 

The capital expenditure authority levels 
in many companies are so set that a large 
number of projects involving routine re- 
placements can be approved at local levels 
—projects calling for spending up to a 
maximum of, say, $5,000 per individual 
proposal. A common standard for evalu- 
ating the desirability of such replacement 
projects is the number of years it will take 
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for the expenditure to be recovered 
through cost savings. 

This is a useful concept being rather 
simpler in application than the return on 
investment concept. It is, therefore, better 
adapted for use in connection with pro- 
posals susceptible of approval at the plant 
level. Moreover, Professor Myron J. Gor- 


don, of Massachusetts Institute of Tech. 7 


nology, has pointed out in a recent article! 
that for proposals for equipment of a po. 
tential useful life substantially greater 
than the required payoff period, the pay- 
off method provides the basis for a good 
short-cut estimate of the true rate of profit. 
His reasoning, as illustrated in a specific 
case, goes as follows: 


A proposal for a $3,000 capital ex- ; 


penditure promises to afford increased 
earnings before taxes, and also before 
depreciation on the new investment, of 


$1,000 per year, and the new equipment § 


should last nine years. The payoff period 
is three years, the reciprocal of which is 
33'44%. The “true rate of profit’ on this 
$3,000 as measured by the rate at which, 
when compounded each year, the invest- 
ment would be amortized in nine years, 
time by the yearly income flow of $1,000, 
this author figures to be 30%. (The for- 
mula involved is simply that of the pres- 
ent value of an annuity. ) 

The longer the life of the equipment in 
relation to the payoff period the nearer 
does the short-cut calculation of the rate 
(the reciprocal of the payoff period) ap- 
proach the true rate of return. A charac- 
teristic of many equipment replacement 
proposals in a time of rapidly advancing 
technology is a fairly short payoff period 
in relation to the useful life of the equip: 
ment. 

Pure replacement proposals commonly 
do not have a significant effect on work- 
ing capital. A great many projects, how- 
ever, are connected with design changes 
or new models of the product, or with 
make-or-buy decisions. These commonly 
do have an effect on the working capital 
items of raw materials or finished product 
inventories since they may involve changes 
in the material-labor relationship in costs 
or changes in sales potential. Projects of 
this type tend to call for higher expendi- 
tures per proposal and, therefore, to be 
subject to approval at a level higher than 
the plant management. Relations with 
suppliers may be involved, as in the case 
of make-or-buy decisions. And the ele: 
ment of risk is present to a somewhat 
greater degree, the extent of such risk be: 


(Continued on page 94) 


‘The Payoff Period and the Rate of Profit” 
published in The Journal of Business, Univer 
sity of Chicago, October 1955. 
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Boch Resists All A tnt pace 


RESISTALL .. . “the 


most resistant rag record 
papers ever made” 


Any paper which withstands boiling in 
oil has to be good. RESISTALL papers do. 
They are boiled every day in processing 
operations of some of the country’s 
largest companies. 

And so it is not surprising that these 
unique papers resist such comparatively 
mild hazards as: 


WATER 

PERSPIRATION 

OIL and GREASE 

ACIDS and ALKALIS 
EXTREME TEMPERATURES 


Much of the extraordinary resistance 
of RESISTALL papers is due to the fact 
that the resistance is built right into 
them. It is not an aftertreatment. It is 
as much a part of the interior of the 
papers as the fibers themselves. 

RESISTALL papers are unequalled for 
innumerable, highly-diversified uses: rec} 
ords, documents and tags which must 
be used out-of-doors or under wet or 
greasy conditions, with chemicals in fac- 
tories and laboratories, with articles which 
must withstand freezing or boiling, 
whether in water or oil. These papers, in 
addition, are permanent, unconditionally 
guaranteed as to longevity and utmost 
durability. 

Like a// L. L. BROWN record papers, 
RESISTALL LINEN LEDGER and RESISTALL 
INDEX BRISTOL add only negligibly, éf at 
all, to total accounting costs. L. L. BROWN 
PAPER COMPANY, Adams, Mass. 
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Setting Earnings Standards 


for Decentralized Operations (Continued from page 92) 


ing in proportion to the rapidity with 
which demand for the product will de- 
cline as time goes on. 

The payoff method is not well adapted 
to cope with these factors, but in these 
cases the per cent of return to be earned on 
the additional assets required (both fixed 
and current) is a highly significant method 
of evaluation. 

A difference is to be noted between the 


| application of the concept of return on 


assets employed in the case of capital ex- 
penditure proposals and in the case of 
year-to-year profit planning. In the latter 
case the calculations are made for each 
year individually and there is no reason 
for considering the “‘compounding’’ prin- 
ciple. A new figure of assets is arrived at 
each year which automatically includes 


| those assets added by means of the re- 


tained earnings of prior years. With capi- 
tal expenditure proposals, however, we 
must calculate a rate of return which will 
apply to a period of years and it is theo- 
retically necessary to add to the invest- 
ment each year what it has earned the year 
before. 

This is done when the “true rate of 
profit’ calculation, as described above, is 


| made through the application of the for- 


mula for present value of an annuity. 
There is a place for this type of calculation 
in extremely large propositions, as for ex- 
ample, the addition of a complete new 
plant. (In such cases, moreover, it. will 
probably be desirable to give considera- 
tion to the timing of the flow of income 
receipts since there is apt to be quite an 
irregular pattern of income in the early 
years, including first, the period of con- 
struction, and second, the period when 
operations are affected by training pro- 
grams, building up the business, etc.) 

In many other cases of lesser impor- 


| tance the complications of the true rate of 


profit formula are unnecessary, and a suf- 
ficiently accurate result is achieved by 
simply relating the annual income after 
depreciation charges expected from the 
project to the initial increase in assets to 


| be employed. This is a conservative ap- 


proach. It rests on the same assumption 
employed in the argument that fixed as- 


sets should be included in the total assets 
base at depreciated value in assigning 
profit objectives—that assumption being 
that earnings tend to decline each year 
somewhat in proportion to the declining 
book value of the assets used to produce 
them. 

To make this clear let us assume that a 
project calls for equipment costs of $100, 
000 and increased current assets accom. 
panying an expected increase in business 
resulting from the project amount to $50, 
000. The equipment is partly general pur. 
pose in character but there is a substantial 
amount of special-purpose equipment and 


tooling associated with the product in. § 


volved. Depreciation charges on general- 


purpose equipment will be $5,000 per § 


year and on special tooling and equip. 
ment $15,000, making a total of $20,000 
per year. The project should furnish earn. 


ings of $60,000 per year for the first year, F 
before depreciation and before income F 
taxes. This indicates a return on assets § 
employed of 2624%, representing the re. | 


lationship of $40,000 to $150,000. 


The argument is that while this is really : 
the return for the first year only it may be 


considered as typical for the investment as 
a whole. To support that argument exactly 


the picture would have to be as shown in 


Exhibit V1. 


At the end of the fourth year it will be : 


assumed that the special equipment and 
tooling has been completely amortized 
and the remaining balance of fixed assets 
represents general purpose equipment 
which can be put to other uses. It can 


readily be imagined that the new product, J 
which has been in the line for four years 7 
with the margin slipping somewhat each Ff 
year under competitive pressures, is ripe 7 


for replacement. 

It would be foolish to represent that 
any actual case has ever come out so neatly, 
of course. No one can predict the future 
exactly. But that this is a tenable general 
pattern for many product lines is a fairly 
safe proposition, and it is thought that 
the method advocated deals with it real- 
istically. The method does have a slight 
bias in the direction of conservatism, but 
this is warranted particularly in these 











e e e e e e e e e e e e e e e e e e e e 
EXHIBIT VI 

Fixed Current Total Income, after % 

Assets Assets Assets Depreciation Return 
First Year $100,000 $50,000 $150,000 $40,000 26% % 
Second Year 80,000 50,000 130,000 34,667 26% % 
Third Year 60,000 50,000 110,000 29,333 267% 
Fourth Year 40,000 50,000 90,000 24,000 268% 
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cases where the basic data used are so 
largely a matter of estimate. 


Conclusion. To keep this discussion 
within manageable limits some aspects of 
it have necessarily been omitted, such as 
the interesting question of how to obtain 
the very real benefits that direct costing 
affords while avoiding its—to the writer 
—undesirable effect upon asset values. 
All the possibilities have certainly not 
been covered but it is hoped that we have 
hit most of the high spots. 

The attempt was to show that the con- 
cept of return on total assets is a useful 
one in the several fields of setting divi- 
sional and subsidiary earnings objectives, 
of determining objectives for product line 
activities and of evaluating proposals for 
capital expenditure and further that its 
application in these various areas is a 
wholly consistent one. It could also be 
shown, if space permitted, that it 1s 
equally useful in evaluating performance 
company operations and making com- 
parisons among them and with other 
companies, especially in the extremely 
important area of the economical use of 
each type of asset. 

It is maintained herein that the theory 


of divisional organization for industrial | 


companies makes for a logical differentia- 
tion between the responsibilities of general 
and divisional management, such being 
predominantly financial in the one case 
and operating in the other. The greater the 
extent to which figures on the divisional 
books and reports for divisional managers 
can be kept on a basis significant to op- 
erating people the better, for it is upon 
the performance of these individuals that 
the profit-standing of the entire enterprise 
in large part depends. 
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“Success” stories of how xerography 
is saving these companies 
$6,000 to $250,000 a year! 








YOUR company, too, can cut duplicating costs 


and speed paperwork with 
XEROGRAPHY 


THE DRY, ELECTROSTATIC COPYING PROCESS 


All types of companies are SAVING TIME, AND FROM 
$6,000 to $250,000 yEARLY, using xerography to 
copy onto masters for duplicating. Case histories 
on the use of xerography in business, industry and 
government are shown on this page. These are only 
a few of the many “proof-of-performance” folders 
available to show you how others are speeding 
paperwork and cutting duplicating costs. 

Perhaps, many of these companies had _ paper- 
work problems similar to yours. The uses for 
xerography are endless and vary with the business, 
industry or government items to be copied: Price 
Lists, Directories, Progressive Reports, Production 
Orders, Engineering Drawings, Instruction Manu- 
als, Charts, Catalogs, Sales Bulletins, Internal 
Forms, and other paperwork where there is a need 
for one or thousands of copies. XEROGRAPHY SAVES 
TIME: One company does, in 10 minutes, what for- 
merly took 2 days! XEROGRAPHY SAVES MONEY: One 
company reports saving $5.91 a plate by copying 
onto paper masters by xerography. 


Anything written, printed, typed or drawn 
can be quickly copied by xerography onto 
masters for duplicating. Copies in the same, 
enlarged, or reduced size can be made 
from one or both sides of 
the original material. 
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College Gifts 

A survey conducted on 49 leading col- 
leges and universities shows that a new 
peak in American gifts to higher educa- 
tion was reached in 1955-56. The 49 
schools reported $206 million in gifts, 
compared with $140 million in 1955. 


This Electronic World 

State Farm Mutual Automobile Insur- 
ance Company, St. Paul, Minn., plans to 
use 25 IBM 650’s in its 14 regional of- 
fices. The 650’s will be used for routine 
data-processing chores and also for selec- 
tive underwriting and automatic premium 
rating for its insurance policies. 


Burroughs Corporation has announced 
an electronic filing device said to be the 
biggest yet marketed. Called the Datafile, 
the unit stores 20 million characters in a 
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single memory unit and is designed to be 
used in conjunction with the data Data- 
tron. The Datafile sells for $75,000 and 
may also be rented for $825 a month. 


Stockholder Relations 

People with managerial roles in Bell 
System companies are visiting stockholders 
of AT&T Company, Bell System parent. 
Shareholders are selected at random from 
AT&T’s list of more than 1.2 million 
stockholders. Information gathered from 
these meetings will be sent to the parent 
AT&T in New York where it will be used 
to guide the company in its future stock- 
holder-relations planning. 


That Unlucky Number 

Superstition about the number “13” ap- 
pears to be waning, according to Westing- 
house elevator engineers who report that 
over 90 per cent of modern skyscrapers 
have a floor numbered ‘‘13.” 


A consolidation of information developed by 
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about 


THE FINANCE COMMITTEE 


of Accounting-Finance Re- 


“Organization 
search: the du Pont Approach” by T. C. Davis, 
The Controller, November 1951, p. 508. 


“Planning and Developing the Company Or- 
ganization Structure’ by Ernest Dale, Research 
Report No. 20, American Management Associa- 
tion, New York, 1952, 232 pp. 

a. Coordination of Management Functions: 
Group Decision-Making, p. 82. 

b. Accounting and Financial Committee, p. 
179. 


“Program for Financing,’ Financial Manage- 
ment Series No. 103, American Management 
Association, New York, 1953, 55 pp. 

Daniel M. Sheehan, A Program of Financial 
Planning and Controls: The Monsanto Chemi- 
cal Company, p. 14. 


“Administrative Action: The Techniques of 
Organization and Management” by William H. 
Newman, Prentice-Hall, Inc., New York, 1950, 
483 pp. 

Chapter 13. Use of Committees, p. 217. 
Note: (Also a Book Digest by Herbert F. 
Klingman, Controllership Foundation, Inc., 
New York, Use of Committees, p. 23.) 


“Business Executive's Handbook’’—Lillian 
Doris, editor, Prentice-Hall, Inc., New York, 
1942, (Second Edition, Revised) 1600 pp. 

Section 15: Corporate Meetings, Minutes, 
and Resolutions—Executive and Finance Com- 
mittees, p. 1425. 


“Corporate Treasurer's and Controller's 
Handbook” —Lillian Doris, editor, Prentice- 
Hall, Inc., New York, 1950, 1277 pp. 


Committee Organization, p. 37 and p. 57. 


“Introduction to Business Policy” by Richard 
N. Owens, Richard D. Irwin, Inc., Homewood, 
Illinois, 1954, 474 pp. 

Chapter X—Group Decision-Making and 
Other Uses of Committees, p. 149. 

Chapter XIV—Committees of the Board, p. 
239. 

Chapter XXV—Financial Policies: 
mittees of the Board, p. 413. 


Com- 


“Top Management Organization and Con- 
trol” by P. E. Holden, L. S. Fish, and H. L. 
Smith, Stanford University Press, 1941, 239 pp. 


Committee Organization, p. 59-73. 
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Fringe Benefits 

A survey of 1,000 companies by the 
U. S. Chamber of Commerce shows tha 
fringe benefit costs averaged $819 per em. 
ploye in 1955, an increase of $99 since 
1953. The survey estimated that a grand 
total of fringe benefit payments for all 
employers amounted to $36 billion. Fringe 
payments varied widely among the report. 
ing companies, ranging from less than five 
per cent to more than 50 per cent of pay. 
roll. The average payment in 1955 was 
20.3 per cent of payroll or 39.2 cents per 
payroll hour. 


Employe Stock Plans 

In the last ten years about 40 per cent 
of the 1,066 companies whose shares are 
listed on the New York Stock Exchange 
have adopted plans permitting ten or 
more employes to buy stock. 


Depreciation Policy 
A survey of almost 300 companies by 





the Machinery and Allied Products Insti. 
tute indicates that on assets, acquired since 
1953, 36 per cent of the respondents were 
using the straight-line method while 31 
per cent used the declining-balance method 
and another 31 per cent used the sum-of- 
the-year’s-digits method. Another ques- 
tion in the survey indicated that 85 per 
cent of the respondents used the same 
rates of depreciation for both book and 
income tax purposes while 15 per cent did 
not. 


Automation at Work 

What is said to be the world’s most highly 
automated automobile plant is in full pro- 
duction in Paris, France. The plant, Regio 
Nationale des Usines Renault, is the maker 














of the Renault automobile and is a govern- © 


ment-owned company. 


Engineers in Unions 

According to an NICB survey, about 
60,000 of the present 500,000 or more 
professional engineers in the United 
States are now represented by unions. The 
biggest group of the unionized engineers 
is in independent unions affiliated with 
the Engineers and Scientists of America. 


Delinquent Taxpayers 


As of September 30, 1956, there were © 


some 1,500,000 delinquent taxpayers in 
the United States owing the Government 
a total of $965.7 million. 


Worker Injuries 


The total loss from industrial injuries in 
1955 is estimated at 193 million man-days. 


Christmas Giving 

An American Management Survey 
found 754 persons on the gift list of the | 
average sales manager who plays Santa 
Claus. 
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Job demands exceed supply 
declares Controllers Institute 


one of the best roads to succes 


career, together wit 
ties for advancement, are 


ica. It is entit! 


“The demand 
ceeds the supply,’ 


accountants, and in 
counting tal 
ing for many years. 





n business 


moving up i 





25¢ per copy 


DESIGNED FOR DISTRIBUTION 
by corporations to high school 
graduates and college under- 
gtaduates in their recruiting 
areas, this “careers” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting person- 


nel, and potenti i 
1€ tial ex 
arm, a cS REO, 


ee - 

ee ae 
You can place your own ion 
print on the booklet if you wish 
to identify your company’s in- 


terest i i 
est in your community. 


IGH SCHOOL AND COLLEGE STUDENTS 
who choose private or managerial ac- 
counting for their profession are taking 
s in the busi- 

ness world. The requirements for such a 
h the varied possibili- 
described in a 
new illustrated brochure now being dis- 


tributed by Controllers Institute 0 
led “Moving Up in Business prises, 


f Amer- 


—a Look at Managerial Accounting.” 

for accountants far ex- 
’ the career booklet points quarters an 
out. “There is an unfilled demand for good 
dustry’s needs for ac- 
ent promise to keep on grow- 


Opportunities in Accounting Described 
in New Brochure for Students 


“As our country has expanded, business 
and industry have become more and more 
complex. From the simple bookkeeping of 
years ago, commercial and financial data 
have grown increasingly more compli- 
cated. A big company can no longer rely 
on simple arithmetic and double-entry 
bookkeeping. Control must now be muc 
more scientific. The accountant must be 
able to analyze figures and advise manage- 
ment on what should be done. The success 
of any business depends on this control. It 

is a big, important and exciting responsi- 
bility. 

“In today’s substantial business entet- 
there are many junior executive an 
supervisory jobs open to accountants. Op- 

ortunities exist for managers of head- 


d field units and for top special- 
les an excellent 


rtant adminis- 
troller, treas- 


ists. Accounting also provid 
means of advancing to impo 
trative positions—such as con 
urer and other officers.” 
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OG A 2 : 
ee One of the finest things in a long 


” 


time .. 


CORPORATE EXECUTIVE 


ee / showed this to our counselors and 
they felt it to be of very definite help 


to them in their discussions with our 


, 


) Bs — 
high school youngsters... 


HIGH SCHOOL PRINCIPAL 


ee: : would like to order three dozen 
copies for distribution, primarily to 
those colleges in which we engage in 


heavy recruiting... 


CORPORATE PERSONNEL DIRECTOR 


Zigieee 
ee The booklet you sent me is the finest 
thing I have seen on managerial ac- 


counting.” 


PUBLIC SCHOOL SUPERINTENDENT 


e 


The Nation i i 

pre “te — on Education of Controllers Institute of 

cae =P es t r three-color 16-page booklet to help you 

oe is o the many career Opportunities that stem 

alii gal g in accounting. The Committee has alread 
ple copies to colleges, secondary schools and ph 


counsellors throughout the country 


we Place Your Order Now! 


Controllers Institute of America 
Two Park Avenue, New York 16, N. Y 


Send me veil 
Lhe ee copies of “Moving Up i ; 

he eae g Up in Business—A Loo . 

ccounting’ at 25¢ per copy postpaid (Check enclosed oh ge 


) (Bill me later 


) 














TOP MEN... 

Charles W. Burton, Jr. was elected presi- 
dent of Anchor Post Products, Inc., Balti- 
more, Md.; he had been executive vice 
president of the firm. C. J. Gross was 
elected vice president in charge of finance 
and secretary of the company. 





MR. BURTON 


NEW CONNECTIONS ... 


Walter R. Hewell has joined Marsh Fur- 
niture Company, High Point, N. C., as 
controller. . . . O. Marshall Jones has 
been appointed vice president-finance of 
the Cascade Natural Gas Corp., Seattle, 
Wash. . . . Olaf Hoff Ill was recently 
named assistant controller of Plax Corp., 
Hartford, Conn. . . . George W. Price 
has been appointed staff assistant for tax 
and financial planning of Burroughs Cor- 
poration, Chicago, III. 


MR. GROSS 


PROMOTIONS .. . 


Walter S. Bencher has been named vice 
president of Combustion Engineering, 
Inc., New York. . . . William G. von 
Berg is now assistant treasurer of The 
Pfaudler Company, Rochester, New York. 
Mr. von Berg is currently serving as presi- 





MR. BENCHER 


dent of the Rochester Control of Control- 
lers Institute. . . . R. E. Doyle, Jr. was 
elected a vice president of Indiana & 
Michigan Electric Company, Fort Wayne, 
Ind. . . . F. M. Baker was elected a vice 
president of Kentucky Power Company, 
Ashland, Ky. 

Frank R. Amon was named a vice presi- 
dent of the First National Bank of Ari- 
zona, Phoenix, Ariz. . . . W. E. Roberts 
is now secretary and treasurer of the Car- 
penter Steel Co., Reading, Pa. . . . Pan- 
tex Mfg. Corporation of Pawtucket, R. I., 





CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER should 
be received in the editorial offices of THE CONTROLLER, Two 
Park Avenue, New York 16, N. Y., before the first of the 
month to affect the following month’s issue. For instance, if 
you desire the address changed for your April issue, we 
should be notified of your new address before March 1. Be 
sure to include your postal zone as well as your old and 


new address. 
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recently elected Norbert H. House vice 
president. 

Albert W. Smith, Jr. was made vice 
president and director of finance of the 
Steel Improvement & Forge Co., Cleve. 
land, Ohio. . . . R. Barlet Bradshaw te. 
cently became assistant vice president of 
the Long Lines Department, Americay 
Telephone & Telegraph Co., New York, 
. . . E. Wood Stevens was appointed vice 
president of American National Bank & 
Trust Co., Chicago, Ill. . . . Roland §, 
Tremble was recently appointed comptrol- 
ler for ACF Industries, Inc., New York. 


ADDITIONAL DUTIES FOR... 


G. R. Targett who is now vice president 
as well as treasurer of Muskegon Piston 


Ring Company, Sparta, Mich. . . . Rob. f 


ert L. Howard who was appointed finan. 


cial vice president of Logan Company, f 


Louisville, Kentucky ; he also holds the 





pat 


es 
4 
MR. VON BERG MR. SMITH 
title of controller. . . . William R. Drum. 


mond who has the added responsibility of 
vice president of the Western Union Tele- 
graph Co., New York; he is also con- 
troller. 

L. S. Larson who has been elected finan- 
cial vice president of the Standard Prod- 
ucts Company of Cleveland, Ohio. He 
will continue as treasurer. . . . William 
R. Thomas who has been appointed direc 
tor of finance in charge of all company & 
nancial activities of Cutter Laboratories, 
Berkeley, California. Mr. Thomas will re 
tain his title of controller of the firm as 
well. 


NEW APPOINTMENTS .. . 

John C. Naylor, executive vice presi- 
dent of Pet Milk Company, St. Louis, Mis- 
souri, has been re-elected a trustee of the 
Nutrition Foundation as well as a mem- 
ber of its Executive Committee; he was 
also re-elected a trustee of the Food Law 
Institute. Both organizations are head- 
quartered in New York City. Mr. Naylor 
has been an active member of Controllers 
Institute since 1935; he was elected a na 
tional director in 1940 and served for 
three years; he was elected a vice presi- 
dent in 1942-43; and served as national 
president, 1943-44. Mr. Naylor also 
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F served as a trustee of Controllership Foun- 


dation, research arm of Controllers Insti- 
tute, from 1945-1953. ... Walter A. 
Hensel, ‘ice president of General Aniline 


Ozalid Division, Johnson City, N. Y., was 
elected to the Board of Trustees of the 
Binghamton Savings Bank, Binghamton, 


LN. Y. 


NEW DIRECTORS ... 


Frank Borst, controller of Phillips-Jones 
Corporation, New York, of his company. 
_.. Charles A. Agemian, vice president 
and comptroller of Chase Manhattan 
Bank, New York, of Hackensack Trust 


'Co., Hackensack, N. J... . Joseph A. 
' Braun, vice president and controller of the 


Schilling Division, McCormick & Co. Inc., 


' San Francisco, Calif., to the Board of the 


parent company. 


RETIREMENT .. . 

Richard C. Huelsman, vice president 
and former controller of the Central Na- 
tional Bank of Cleveland, Ohio, has re- 
tired after more than 40 years in banking. 
He joined the Central National as con- 


troller in 1940 and was elected vice presi- 


dent in 1949. During his career Mr. 
Huelsman has been active in the National 
Association of Bank Auditors and Comp- 
trollers, the American Institute of Bank- 
ing, the Tax Club of Cleveland and Con- 
trollers Institute of America. 





HONORS TO... 


Edwin E. McConnell (above left) who 
was photographed on January 9 at a din- 
ner meeting of the Boston Control of Con- 
trollers Institute. Mr. McConnell retired 
as treasurer of Norton Company, Worces- 
ter, Mass., on February 1 following 21 
years of service. 

Robert N. Wallis (right), treasurer of 
Dennison Manufacturing Company, Fram- 
ingham, Mass., presented a testimonial 
scroll to Mr. McConnell, who also re- 
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ceived a pocket-type transistor radio. Mr. 

Wallis is chairman of the board of direc- 

tors and a past national president of Con- 
trollers Institute. 

Approximately 90 members, including 
14 past presidents of the Boston Control, 
were in attendance at the meeting which 
was arranged by a committee, consisting 
of C. Ellis Spencer as chairman, Mr. Wal- 
lis, and Burdette A. Johnson, immediate 
past president of the Control, who is 
comptroller of NEGEA Service Corpora- 
tion, Cambridge, Mass. A large number 
of congratulatory letters and telegrams 
were received, paying tribute to Mr. Mc- 
Connell. 

Mr. McConnell served as president of 
Controllers Institute of America in 1945- 
46 and also represented the Institute for 
several years on the Advisory Council on 
Federal Reports, of which he was chair- 
man from 1953 through 1955. The Bos- 
ton Control of the Institute honored Mr. 
McConnell for his service to the Institute 
and the Boston Control, of which he was 
president in 1943-44. 

Marion M. Johnson, treasurer of Brown- 
Forman Distillers Corporation, Louisville, 
Kentucky, who was recently named presi- 
dent of the Louisville Credit Men’s Asso- 
ciation. He is a past president of the 
Louisville Control of Controllers Insti- 
tute. . . . Paul J. Viall, treasurer of the 
Chattanooga Medicine Company, Chatta- 
nooga, Tenn., who has been elected presi- 
dent of the Chattanooga Manufacturers 
Association. 

The Atlanta (Georgia) Chamber of 
Commerce recently honored three At- 
lantans who have served as presidents of 
national organizations during 1956. Those 
honored included Steve H. Bomar, vice 
president and treasurer of Trust Company 
of Georgia, who is serving as president of 
the National Association of Bank Audi- 
tors and Comptrollers. Mr. Bomar is im- 
mediate past president of the Atlanta 
Control of Controllers Institute. 


EXTRACURRICULAR ACTIVITIES ... 

Paul R. Langdon, controller of Battelle 
Memorial Institute, Columbus, Ohio, has 
been elected vice president of the Board 
of Education of the City of Columbus. 
Mr. Langdon is president of the Colum- 
bus Control of Controllers Institute. . . . 
Garnett O. Wood, comptroller, Trust 
Company of Georgia, Atlanta, Ga., is 
serving as president of the Atlanta Chap- 
ter, National Association of Cost Ac- 
countants. 


SPEAKERS . . . 

Among those who participated at a 
meeting of the National Industrial Con- 
ference Board in New York on January 
17-18 were the following members of 
Controllers Institute: At the session on 
‘Management Control Techniques at All 
Levels’ —Emmett W. Below, controller, 





Marathon Corporation, Menasha, Wis- 
consin, spoke on ‘Management Controls 
at the Controller Level”; Lawrence H. 
Pexton, treasurer, General Radio Com- 
pany, Cambridge, Mass., on “Manage- 
ment Controls at the Treasurer Level’’: 
and Charles C. Jarchow, president, Amer- 
ican Steel Foundries, Chicago, Ill., on 
‘Management Controls at the Presidential 
Level.’’ At the session on “Better Profits 
Through Better Forecasts’ Frank P. Flint, 
controller, Jello Division, General Foods 
Corporation, White Plains, N. Y., spoke 
on “How to Make and Use Financial 
Forecasts’’ and at the session on “Tech- 
niques of Long-Range Planning” Irving C. 
Smith, controller, Monsanto Chemical 
Company, St. Louis, Mo., spoke on 
“Long-Range Planning for Product and 
Process Development.” 











CENTRAL SOYA 
COMPANY, INC. 


And 


McMILLEN 
FEED MILLS 


Offer 


ACCOUNTING 
MANAGEMENT 
OPPORTUNITIES 


The country’s leading soybean proc- 
essor and a major feed manufac- 
turer has openings in its Account- 
ing-Management Training Program 
for college graduates with majors in 
accounting or graduates of account- 
ing schools. 





We solicit men who wish to grow 
into highly responsible positions, 
men who want to learn modern 
control technique and who can do 
creative thinking and problem solv- 
ing. 

Central Soya Company is known 
for its rapid growth and career op- 
portunities. 


SALARIES: 
For inexperienced men 
$375-$425 per month 
For experienced men 
$425-up 


If interested, write, stating educa- 
tion and background, to: 
P. E. Hensel 
Vice President- 
Personnel Director 

Central Soya Company, Inc. 

300 Fort Wayne Bank Building 

Fort Wayne, Indiana 






































Economist Warns Against Inflation 


STRANGE and perhaps dangerous kind 
A of inflation threatens the national 
economy. ‘This type of inflation,” writes 
John McKnight, executive vice president 
of Econometric Institute, ‘‘stems from the 
continuing rise in wages and prices with- 
out a corresponding increase in the money 
supply. 

“The supply of money, as measured by 
active (demand) deposits and currency 
outside the banks, has barely increased 
during the past 12 months, while wages 
and prices have risen by four to six per 
cent. Moreover, the relative change in the 
money supply over the last three or four 
years has been less than the increase in 
total physical output.” 

Mr. McKnight warns that two impor- 
tant wage developments may intensify the 
inflationary danger in the next few months. 
The first, he says, is the increase of the 
minimum wage to $1.00 per hour last 
March 1. The other is the recent steel 
wage settlement under which workers in 
that industry received a package increase 


* EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, Two Park Avenue, New York 16, 
N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER 


Age 35, controllership and staff experience. Di- 
versified manufacturing background, commer- 
cial and government products. Costs, budgets, 
systems and IBM responsibilities. Seeks chal- 
lenging position with progressive company. 
Will relocate. Box 2256. 


CPA-ATTORNEY 


desires position with expanding multiplant, 
multicorporation organization. Reply in confi- 
dence. Box 2257. 


FINANCIAL-CONTROL EXECUTIVE 


VP finance, former consultant, systems di- 
rector, statistician, accountant interested treas- 
urer/controller position medium-sized com- 
pany in manufacturing, distribution or retail 
fields. Seeking increased responsibility with 
future opportunity in progressive, growing 
concern. Can develop and administrate ef- 
fective cost control program. Box 2258. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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of about 50 cents per hour over a three- 
year period. 

“The rise of 94 per cent in hourly earn- 
ings in the last 11 years has been accom- 
panied by a 67 per cent rise in wholesale 
prices and by a 52 per cent rise in the 
consumer price index,” Mr. McKnight 
points out. 

“Worried about the inflationary dan- 
gers inherent in this situation, the Federal 
Reserve Board has been attempting to 
regulate the money reserve requirements 
of its member banks for the past year and 
a half. But can the Federal Reserve pursue 
its goal of stabilization in the face of Con- 
gressional action to raise minimum wages 
and the acknowledged power of organized 
labor to insure yearly gains in worker in- 
come? The answer appears to be ‘No.’ ” 

Mr. McKnight notes that over the last 
four and a half years—from the final 
quarter of 1951 to mid-1956—the active 
money supply has risen by 17 per cent. 
Total output he says, probably has risen a 
little more. Gross national product, in 
constant dollars, rose by 18 per cent; the 
Federal Reserve index of industrial pro- 
duction by 19 per cent; and a weighted 
index of industrial production, agricul- 
tural production, and construction activity 
by 20 per cent. 

“But there has been,’’ he adds, ‘‘a 
marked slowdown in the rate of increase 
of the money supply over the past year and 
a half, due largely to the open market op- 
erations of the Federal Reserve System. 

“These operations have exerted pressure 
on money-bank reserves and have led the 
banks to liquidate more than $10 billion 
of United States securities in an attempt 
to meet rising demand for loans. The re- 
sult has been a sharp drop in government 
security prices and a rise in yields of gov- 
ernment, corporate, and municipal bonds, 
while short-term money rates have climbed 
to their highest levels in 23 years.” 

The current money shortage, the econ- 
omist asserts, ‘‘has been induced by the 
Reserve authorities and is apparently based 
on the thesis that too rapid a rise in busi- 
ness activity is bad. If so, this is an area 
which deserves further investigation, par- 
ticularly since the Federal Reserve is not 
in a position to affect the size of labor’s 
wage gains, a factor in our so-called ‘cost’ 
inflation.” 


U.S. Growth Indexed 


Ten key growth factors in our national 
economy are included in an ‘Economic 
Growth Projector.” The computations, 
covering the growth expectancy for the 
years to 1970, are based on computations 
made from official data published by gov- 
ernment agencies. The price of single 
copies is $1.00 postpaid, available from 
the Eddy-Rucker-Nickels Company, Har- 
vard Square, Cambridge, Mass. 
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